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PREFACE 

Training  in  bookkeeping  has  exceptionally  wide  educational  value  for 
every  member  of  modern  economic  society,  but  to  yield  this  value  the 
subject  must  be  presented  properly.  Teaching  methods  should  be  based 
upon  recognized  psychological  principles,  and  full  use  should  be  made  of 
the  student's  school  time,  the  teacher's  professional  resources,  and  the 
school  investment.  This  text-book  attempts  to  outline  suitable  materials, 
sound  methods,  and  correct  business  techniques — the  three  essentials  of  a 
satisfactory  text  in  the  subject.  The  materials  have  been  examined  and 
passed  by  an  outstanding  firm  of  Chartered  Accountants,  the  methods 
have  been  checked  with  accepted  psychological  principles  and  pedagogical 
procedures,  and  actual  trial  in  the  classroom  has  helped  to  determine  the 
instructional  materials  to  be  included. 

Long  exercises  have  been  eliminated,  and  materials  have  been  arranged 
in  easy  teaching  units.  This  plan  has  been  adopted  to  conserve  the 
teacher's  physical  and  mental  resources,  and  to  free  more  time  for  remedial 
instruction. 

The  book  follows  closely  the  Course  in  Bookkeeping  prescribed  by  the 
Department  of  Education.  Extended  treatment  has  been  given  to  those 
topics  which  classroom  experience  has  shown  to  be  difficult. 

The  author  has  kept  four  aims  constantly  in  mind : 

1.  To  develop  the  student's  power  of  sustained  attention, 

2.  To  inculcate  habits  of  orderly  procedure, 

3.  To  encourage  the  practice  of  marshalling  facts, 

4.  To  develop  the  ability  to  analyze  data  when  marshalled. 

Success  in  accomplishing  these  aims  depends  upon  the  method  of 
presentation.  The  author  has  developed  the  subject  from  the  inter- 
pretative viewpoint — that  is,  data  are  useless  unless  they  can  be  interpreted 
and  applied.  Rules  give  place  to  reasoning,  in  order  that  the  student  may 
be  trained  to  think  for  himself.  Intensive  treatment  is  given  to  the 
topical  phases  of  the  subject.  A  thorough  grasp  of  each  principle  as  it  is 
met  should  make  it  possible  for  the  student  to  apply  that  principle  in 
subsequent  work. 

The  vocabulary  is  simple  for  the  most  part,  and  where  technical 
expressions  occur,  sufficient  drill  is  provided  to  make  the  terms  meaningful 
to  the  student.  In  defining  technical  terms,  care  has  been  taken  to  keep 
the  explanations  in  line  with  the  best  and  most  authoritative  usage. 

The  oral  questions  and  problems  provide  ample  material  for  adaptation 
to  the  special  needs  and  individual  differences  of  the  students.  The 
vocabulary  study  at  the  beginning  of  each  chapter  will  remove  a  number 
of  difficulties. 
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PREFACE 


Many  suggestions  made  by  the  author's  students  at  the  College  of 
Education  and  at  the  Summer  Schools,  information  assembled  by  an 
extensive  questionnaire  sent  out  by  the  Department  of  Education,  con- 
clusions of  several  doctoral  theses  in  the  subject,  and  assistance  gained 
from  an  extensive  and  intensive  examination  of  all  the  outstanding 
text-books  in  the  field,  have  been  incorporated  in  this  book. 

Grateful  acknowledgment  is  made  to  Col.  A.  E.  Nash,  of  Clarkson, 
Gordon,  Dihvorth  and  Nash,  a  Director  of  the  Institute  of  Chartered 
Accountants,  for  his  painstaking  and  constructive  review  of  the  entire 
manuscript. 
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CHAPTER  I 

RECORDS 


Word  Study:  Record,  memorandum,  purchase,  money,  expenditure, 
expense,  O.K.,  habit,  account,  information,  management,  cost,  tax,  profit, 
trustee,  wage,  loan,  waste,  operation,  communication,  price,  inventories, 
verified,  transaction,  summarized,  statistics,  financial,  insolvent. 

Personal  Records 

Some  of  the  first  records  or  memoranda  you  made  were  those  of  school 
lessons  to  be  prepared,  or  lists  of  articles  you  were  to  purchase  at  a  store 
for  your  parents,  and  these  records  were  probably  made  on  a  scrap  of  paper 
which  was  thrown  away  as  soon  as  its  usefulness  had  ended.  You  may 
make  such  notes  as: 


bread 1  loaf 

sugar 5  lbs 

eggs 1  dozen 

soap 2  bars 


LO.  3165 
KI.  4892 
HY.  7172 
MO.  4689 


37  Glenover  Avenue 
998  Hillcrest  Street 
1016  John  Street 
632  Seventh  Avenue 


Probably  you  are  now  anxious  to  keep  the  telephone  numbers  or  street 
addresses  of  friends,  or  snapshots  of  exciting  moments  when  on  holidays. 
These  things  are  records,  and  the  record -keeping  habit  is  one  of  the  best 
habits  one  can  form. 

Money  records  especially  should  be  kept  by  every  one  whether  for 
personal  or  business  use.  One  person  interested  in  high  school  students 
found  that  their  average  weekly  expenditures  were : 

9th  Grade $  .82 

10th  Grade 1.00 

11th  Grade 1.45 

12th  Grade 1.48 

By  analyzing  the  records  it  was  found  that  the  boys  spent  more  than  the 
girls.  High  school  students  spend  money  on  haircuts,  lunches,  candy, 
ice-cream,  pop,  shows,  books,  magazines,  street  car  tickets,  gum  and 
many  other  things.     If  the  parents  of  a  high  school  boy  or  girl  should 
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complain  about  the  amount  of  money  spent,  they  probably  would  be 
highly  satisfied  if  such  student  could  show  a  complete  and  accurate  record 
of  every  cent  expended.     This  record  may  be  as: 
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A  small  note  book  ruled  with  lines  and  columns  would  serve  very  nicely 
for  these  records.  By  having  one  of  your  parents  O.K.  your  financial 
record  you  will  be  forming  one  of  the  best  habits  of  your  life.  If  you  ask 
for  the  information,  you  will  doubtlessly  find  that  your  parents  also  keep 
records  of  their  important  transactions. 

Why  Intelligent  People  Keep  Records 

There  are  many  reasons  why  records  should  be  kept,  and  here  you  will 
have  an  opportunity  to  study  nine  important  ones: 

1.  To  Keep  An  Orderly  Account  of  Progress. 

In  the  notes  or  memoranda  the  story  or  history  of  your  own  progress, 
or  that  of  some  business,  is  preserved  for  future  reference. 
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2.  To  Make  Information  Available, 

Since  the  need  for  information  usually  arises  some  time  after  the 
event  has  happened,  there  would  appear  to  be  only  two  possible  sources  of 
this  information — the  memory  of  some  person,  or  some  record  which  shows 
what  actually  happened.  The  inaccuracies  of  one's  memory  are  so 
common  that  no  person  who  has  to  furnish  information  should  fail  to 
make  neat,  complete  and  accurate  records  of  all  the  important  events 
just  as  they  occur. 

3.  To  Help  One  To  Make  Decisions. 

Managers  are  constantly  searching  for  information  which  will  lead 
to  success.  Dun-Bradstreet  report  that  a  very  frequent  cause  for  failure 
among  business  concerns  is  the  lack  of  good  business  records.  Guesswork 
has  no  place  in  successful  management.  A  manager  must  know  how 
much  it  costs  to  make  an  article  before  he  can  decide  if  he  can  sell  it  at  a 
profit.  If  sales  are  made  below  cost  his  business  will  fail.  The  selling 
price  must  be  high  enough  to  pay  for  the  cost  of  manufacture,  cover 
expenses  including  wages  and  taxes,  and  yield  a  reasonable  profit. 

4.  To  Aid  in  Calculating  Taxes. 

Canadian  laws  require  the  keeping  of  records  so  that  the  proper 
amount  of  sales  tax  and  income  tax  may  be  computed.  These  taxes  must 
be  paid  and  if  the  tax  payment  is  too  little,  the  business  or  individual  may 
have  to  pay  not  only  the  deficiency  but,  in  addition,  a  heavy  penalty  which 
is  more  disagreeable  than  the  tax  itself. 

Trustees  of  estates  are  required  by  law  to  keep  complete  and  accurate 
records  which  must  be  produced  in  court  when  the  estate  is  being  settled. 

5.  To  Show  What  Wages  Can  Be  Paid. 

Our  minimum  wage  laws  require  accurate  records  of  wages  paid  to 
certain  workers.  Wages  cannot  be  based  on  the  wishes  of  either  the 
employer  or  the  workers.  Both  parties  have  a  right  to  insist  that  accurate 
records  be  kept  to  prove  fairness  to  all  concerned. 

6.  To  Satisfy  The  Banker's  Questions. 

Business  men  frequently  borrow  money  from  banks.  The  banker 
demands  a  statement  of  the  business  condition  and  operation  in  order  to 
judge  whether  or  not  the  loan  will  be  repaid.  These  statements  must  be 
made  from  the  records,  and  the  better  the  record  the  more  accurate  will 
be  the  statements.  The  banker  himself  is  required  by  law  to  keep 
complete  and  accurate  records  of  all  his  business  dealings. 

Without  records  of  what  actually  has  taken  place,  it  is  impossible  to 
know  the  true  condition  of  the  business  at  any  one  time. 

7.  To  Eliminate  Waste  and  Errors. 

Complete  records  will  show  where  there  is  a  waste.  By  comparing 
the  record  of  expenses  or  costs  for  a  number  of  years,  increases  and 
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decreases   will    be   discovered,    and,    when    these   variations   are   closely 
examined  and  compared  with  standards,  waste  can  be  detected. 

8.  To  Encourage  Honesty. 

Accurate  records  and  close  checking  by  the  tax  authorities  remove 
any  desire  that  people  may  have  to  evade  taxes.  Disputes  and  lawsuits 
are  avoided,  and  those  persons  whose  records  are  neat,  complete  and 
accurate  are  highly  esteemed  among  their  associates. 

9.  To  Aid  in  Establishing  The  Money  Value  of  a  Business. 

The  life  of  the  average  business  is  fifty-five  months.  This  means 
that  many  businesses  are  sold  to  another  business;  that  they  have  failed  or 
have  been  wound  up.  In  any  case,  the  value. of  the  business  can  be 
readily  determined  if  accurate  records  have  been  kept. 

These  are  the  main  reasons  for  keeping  records,  and  they  are  so 
important  you  should  keep  them  constantly  before  you  when  studying 
bookkeeping. 

Nature  of  Record 

A  record  is  a  written  statement  of  information  which  can  be  used  in 
carrying  on  current  operations  or  in  judging  past  operations.  It  may  be 
made  in  any  form  desired  provided  it  is  written. 

Business  in  the  early  days  of  Canada  was  largely  local,  and  very 
simple  records  of  sales,  purchases,  promises,  expenses,  cash  receipts,  cash 
payments  were  sufficient.  To-day  business  men  in  any  Canadian  city, 
town  or  village,  may  have  business  relations  with  many  people  in  all  parts 
of  the  world  and  thus  records  have  become  more  complex.  Records  are 
now  designed  to  furnish  the  merchants  with  the  information  regarding 
prices  and  price  changes  which  will  help  in  planning  for  the  future. 
Three  kinds  of  records  are  used : 

(a)  Correspondence — letters,  notices,  summaries. 

(b)  Statistical — totals,  percentages,  ratios. 

(c)  Financial — assets,  liabilities,  sales,  expenses. 

When  you  study  office  practice,  you  will  learn  a  great  deal  about 
letters,  for  no  manager  could  ever  do  business  without  communicating 
with  others  and  letters  are  the  records  of  all  important  communications. 

If  you  look  at  the  financial  pages  of  any  newspaper,  you  will  see 
column  after  column  of  statistical  records  showing  whether  prices  are 
rising  or  falling  and  also  the  total  amount  of  business  carried  on  from 
day  to  day.  These  statistics  are  records  of  details  compiled  by  junior 
employees  for  the  manager's  use.  Typewriters,  adding  machines,  cal- 
culators and  sorting  machines  aid  in  this  work.  So  important  are  statistics 
that  the  Dominion  Government  has  a  Bureau  of  Statistics  where  there  is  a 
staff  of  highly  trained  men  and  women. 
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At  the  first  of  the  month,  the  postman's  mail  bag  is  filled  with  bills 
which  show  customers  how  much  they  owe  and  when  these  amounts  are 
due.  Before  these  bills  were  sent  out  purchases  and  sales  were  made,  and 
in  many  cases  cheques  were  given  in  full  or  in  partial  payment  of  the  debts. 
For  each  of  these  transactions  records  must  have  been  entered  to  enable 
the  entry  clerks  and  bookkeepers  to  make  out  the  monthly  bills.  You 
will  find  that  practically  every  family  in  your  community  keeps  some 
record  of  cheques,  bills,  notes,  drafts,  cash,  etc.,  to  show  how  much  is 
owed  and  when  and  how  the  money  has  to  be  paid.  Such  records  are  called 
financial  records,  and  when  entered  in  a  book  systematically  are  called 
bookkeeping  records.  The  cash  register  ribbon  is  a  good  example  of  a 
financial  record,  for  at  the  end  of  the  day  the  owner  can  tell,  by  looking 
at  the  ribbon,  the  total  amount  of  cash  recorded.  In  almost  any  business, 
the  following  records  will  be  found : 

1.  Sales — for  the  day,  month,  year,  district  and  for  each  salesman. 

2.  Costs — for  each  article  sold. 

3.  Expenses — for    rent,     supplies,     light,     fuel,     telephone,    advertising, 

salaries. 

4.  Inventories — amount  and  value  of  goods  on  hand. 

5.  Supplies — catalogues,  stationery,  fuel,  etc.,  on  hand. 

6.  Personnel — applications   for  jobs,   number  hired,   number  dismissed, 

accidents,  sickness,  wages,  complaints,  length  of  service  of  each 
employee. 

While  the  records  kept  by  business  firms  may  not  appear  to  be  alike,  a 
little  study  of  them  will  likely  show  that  the  records  of  all  offices  are  quite 
similar. 

Necessity  for  Accurate  Records 

Many  business  records  are  permanent  and  the  first  requisite  for  a 
permanent  record  is  accuracy.  So  important  is  accuracy  that  the  informa- 
tion is  checked  and  rechecked  before  the  permanent  record  is  made. 

Neatness,  completeness  and  legibility  are  required  to  make  the  record 
accurate.  Speed,  too,  is  an  important  factor  but  a  good  record  keeper 
will  be  both  speedy  and  accurate. 

Errors  in  judgment  are  sometimes  overlooked,  for  a  person's  judgment 
is  no  better  than  his  information.  Errors  of  fact — spelling,  dates,  cal- 
culations— are  seldom  if  ever  excused.  One  investigator  calculated  that 
the  average  mistake  in  business  costs  about  $160.  Even  in  your  typing 
work  you  were  penalized  ten  words  for  each  error. 

In  all  the  work  in  this  course  you  should  strive  for  100%  accuracy,  so 
resolve  here  and  now  to  be  a  "one-hundred  percenter". 

All  arithmetical  work  should  be  rechecked.  Mistakes  arise  not  so 
much  because  the  student  does  not  know  as  because  he  takes  for  granted 
things  which  should  be  verified. 
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Your  penmanship,  way  of  arranging  your  work  and  care  in  keeping 
your  paper  unsoiled  are  aids  toward  accuracy.  Since  numbers  require 
particular  attention,  each  digit  should  be  written  clearly.  Ability  to  make 
neat,  plain,  small,  clear  numbers  is  indispensable  in  this  work  and  erasures 
should  not  be  tolerated. 

In  all  clerical  work,  quality  is  absolutely  essential.  Accuracy  comes 
first  although  neatness,  appearance  and  judgment  are  not  far  behind. 
The  causes  of  errors  may  be  due  to: 

CONDITION  SYMPTOMS 

1.  Physical  Sleepy,   not    interested,    tired,    poor    health,    under- 

nourished, poor  digestion,  over  indulgence,  easily 
annoyed,  fidgety,  too  much  to  do,  hurried,  too  many 
things  to  do,  job  too  easy,  frequently  absent  from 
work. 

2.  Mental  Stupid,  poor  memory  powers,  over  confident,  mind 

wandering — thinking  of  good  times  experienced,  fear 
of  losing  the  job,  fear  of  being  scolded,  lazy,  lack  of 
ambition,  unprepared — job  is  too  difficult,  poor 
instructions,  no  chance  of  promotion. 

3.  Surroundings     Interruptions — phone,   talking,   noise  of   machinery, 

gramophone,  radio,  piano,  poor  tools  causing  poor 
work,  poor  working  conditions — room  dingy,  unswept, 
poor  ventilation. 


Suggestions  for  Eliminating  Errors 

(a)  Comparison  of  two  different  records  for  agreement,  order  against 
invoice. 

(b)  Repetition — reading  back  the  material  not  very  effective  unless 
done  in  a  different  way  the  second  time.  Have  another  person  read  it  back. 

f  (c)   Mathematical — perform  the  operation  in  another  way — add  up 
and  check  by  adding  down — subtract  and  check  by  adding. 

(d)  Inspirational — encourage  the  clerk  to  do  good  work  and  offer 
rewards  for  exceptional  performance  in  avoiding  errors.  Rewards  may 
take  the  form  of  a  bonus,  seniority  in  promotion,  badges,  preference  in 
work  assignments — difficult  and  interesting  work  given  in  reward  or 
excuse  from  monotonous  jobs,  etc. 

A  standard  of  1  error  in  1,000  trials  appears  to  be  obtainable  by 
the  very  best  clerks.  Much  harm  is  done  by  feeling  that  it  is  human  and 
therefore  excusable  to  make  errors.  Perfection  may  not  be  obtainable  but 
a  high  level  of  accuracy  should  be  sought  by  arousing  the  interest  of 
the  workers.     Whenever  an  error  is  made,  you  should  try  to  find  out  just 
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why  you  made  the  error.  Make  a  note  of  the  error  and  the  reason  for  it 
and  also  offer  a  suggestion  as  to  how  the  error  may  be  avoided  in  future. 
This  plan  will  aid  you  in  improving  your  accuracy  score. 

Co-ordination  of  Records  to  Reveal  the  Condition  of  a  Business 

Bookkeeping  records  must  show  the  progress  of  the  business  as  a 
whole.  A  record  of  all  cash  received  is  important  but  not  enough.  The 
manager  must  know,  not  only  the  date  and  amount  of  each  transaction, 
but  also  the  effect  of  each  on  the  whole  business. 

Records  must  be  made  daily,  and  in  a  small  business  a  single  book 
may  be  large  enough  to  accommodate  them.  There  should  be  separate 
places  for  cash  records,  purchase  records,  sales  records,  records  of  cus- 
tomers who  have  bought  on  credit,  records  of  people  owed,  record  of 
expense,  record  of  all  things  owned.  In  a  large  business  several  books  are 
used  to  accommodate  all  these  records  and  the  names  given  to  these  books 
indicate  the  kind  of  records  entered  therein.  The  cash  book  contains  cash 
records;  the  purchase  book  contains  purchase  records;  the  sales  book 
contains  sales  records  and  so  on. 

To  be  of  real  value,  all  the  bookkeeping  records  must  be  summarized 
at  the  end  of  a  period — a  year — to  show: 

(a)  Whether  the  business  has  made  a  profit. 

(b)  Where  the  profit  was  made. 

(c)  What  are  the  things  owned. 

(d)  What  debts  there  are. 

The  net  worth  of  a  business  is  calculated  by  deducting  the  total  of  all 
debts  from  the  total  value  of  all  property  owned.  The  property  may 
consist  of  cash,  trucks,  automobiles,  merchandise  in  stock,  promises  of 
people  to  pay,  buildings,  land,  store  fixtures,  supplies  and  many  other 
things,  while  debts  consist  of  promises  to  pay  others.  If  the  total  value 
of  all  the  property  is  greater  than  the  total  of  all  debts  owed,  the  remainder 
Is  called  the  Net  Worth.  If  on  the  other  hand,  the  total  debt  is  greater 
than  the  total  of  all  things  owned,  the  business  is  said  to  be  insolvent. 

Records  must  be  kept  for  each  separate  class  of  property  and  each 
separate  debt.  These  records  are  designed  to  show  all  the  changes, 
increases  or  decreases,  that  have  taken  place  during  the  period — a  year. 
At  the  end  of  the  period  a  summary,  called  a  Balance  Sheet,  will  show 
the  condition  of  the  business — Its  Net  Worth. 

Another  group  of  records  is  used  to  account  for  the  sales,  the  purchases 
and  the  expenses.  If  the  total  value  of  the  net  sales  is  greater  than  the 
cost  of  the  goods  sold  together  with  all  expenses  Incurred,  the  business 
has  made  a  profit. 

In  the  chapters  which  follow,  you  will  learn  how  to  keep  records. 
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SUMMARY 

A  record  is  a  written  statement  of  some  past  happening. 

Some  records  are  required  by  our  laws  but  there  are  nine  vahd  reasons  for 
encouraging  the  keeping  of  important  records. 

The  writing  should  be  in  ink  and  on  good  paper  if  the  record  is  to  be  permanent. 

Accuracy  in  records  is  the  most  important  consideration  and  only  by  means 
of  records  can  the  past  be  judged. 

Oral  Questions 

1.  What  are  finger  prints?     Why  are  they  used? 

2.  What  are  some  common  personal  records? 

3.  Why  are  records  written?     Why  are  they  made  in  ink? 

4.  What  records  are  there  of  ancient  people? 

5.  Is  a  receipt  a  record?     If  so,  of  what?     How  long  should  one  keep  a  receipt 

for  money  paid? 

6.  Should  one  always  demand  a  receipt  for  money  paid?     Name  five  different 

forms  of  receipts. 

7.  Will  your  records  follow  you  through  life?     Who  will  keep  them?     What 

use  may  be  made  of  them? 

8.  What  name  is  applied  to  a  person  who  keeps  records  of  correspondence? 

Records  of  cash  receipts  and  payments?     Records  of  all  financial  affairs 
of  a  business? 

9.  What  records  may  a  peanut  vendor  keep?     A  grocer?     A  farmer? 

10.  What  are  some  of  the  advantages  of  being  a  bookkeeper? 

11.  "Some  firms  keep  the  records  of  the  current  year  only  in  their  active  files." 

Explain  this  sentence. 

12.  What  advantages  will  there  be  in  making  a  record  of  all  your  class  assign- 

ments?    Why  should  these  records  be  dated? 

13.  What  kind  of  mistakes  are  made  in  writing  numbers? 

14.  What  are  the  chief  causes  of  making  mistakes  when  writing  numbers? 

15.  Why  is  a  poorly  formed  number  more  dangerous  than  a  poorly  written  word? 

16.  From  your  reading  and  discussion,  state  in  your  own  words  what  a  record  is? 

17.  A  young  man  experienced  great  difficulty  in  saving  a  few  dollars  a  month 

although  he  was  earning  $15  a  week.     What  do  you  suggest  as  the  reason? 

18.  What  are  the  main  causes  of  errors? 

Problems 

1.  Keep  a  record  of  your  daily  expenditures  for  a  month  and  ascertain  whether 

yours  is  above  or  below  the  average  quoted  in  this  chapter. 

2.  (a)  Rule  up  a  sample  page  to  accommodate  a  record  of  all  your  assignments 

for  the  next  week.     Arrange  the  subjects  alphabetically,      (b )  Record  therein 
the  assignments  for  all  subjects  you  are  now  studying. 

3.  Rule  a  cash  record  book  to  accommodate  cash  and  bank  transactions.     Enter 

in  it  ten  receipt  records  and  fifteen  payment  records. 
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4.  Write  out  five  rules  for  insuring  accuracy  in  making  records. 

5.  Make  a  search  for  three  Dominion  and  Provincial  laws  which  require  records 

to  be  kept  and  also  one  law  which  declares  the  length  of  time  a  record 
should  be  retained. 

6.  From  your  future  experience  compile  the  information  required  to  complete 

this  chart: 

ERROR  CHART 


Error 

Kind  of  Error 

Cause  of  the  Error 

How  Maj' 

It  be  Avoi4ed 

1 

2 

3 

4 

• 

5 

6 

7 

8 

9 

10 

10. 


11. 


On  page  6,  carelessness  is  given  as  one  of  the  causes  of  errors.  Make  a  list  of 
five  ways  of  overcoming  carelessness. 

Make  a  list  of  five  ways  of  improving  or  guarding  one's  health. 

In  one  large  insurance  company  41,162  cards  were  filed  in  one  week  with 
32  errors.     What  per  cent,  of  errors  was  made? 

Visit  your  library  and  obtain  a  copy  of  the  Reader's  Digest,  November,  1932. 
Write  a  report  on  the  article  which  deals  with  accuracy. 

You  were  employed  as  a  messenger  by  the  Wills  &  Willis  Merchants.  Show 
how  you  kept  a  record  of  your  cash  receipts  and  payments  which  were: 
July  1,  Cash  on  hand,  $1.40;  received  tips,  45c.  July  2,  Paid  for  car 
tickets,  25c.  July  3,  Received  30c.  for  a  special  trip.  July  4,  Paid  for 
lunch,  20c.  July  5,  Received  week's  pay,  $5.  July  8,  Special  trip  pay,  $1 ; 
rented  bicycle,  75c.;  attended  Radio  Theatre,  15c.  July  9,  Received  pay 
for  special  trip,  75c.;  bought  fruit,  10c.  July  10,  Bought  a  present,  50c. 
July  12,  Received  week's  pay,  $5. 


CHAPTER  II 

THE  FUNDAMENTAL  EQUATION 

Word  Study:  Statement,  owns,  owes,  balance  sheet,  asset,  liability,  capital, 
bookkeeping,  business,  interest,  period,  operating,  expense,  sales,  profit,  loss, 
depreciation,  property,  exchange,  worth,  goods,  fixtures. 

In  Chapter  I  you  learned  many  important  things  about  records  to 
enable  you  to  preserve  in  writing  the  main  facts  about  the  things  one  owns 
and  owes.  Now  we  shall  learn  how  to  make  a  statement  from  the  records. 
David  Jordan,  a  high  school  boy,  has  $34  in  the  bank,  $1.75  in  his  pocket, 
a  set  of  books  which  cost  $7.50,  his  bicycle  which  cost  $25,  a  watch  which 
cost  $10.  He  owes  his  doctor  $2  and  the  Modern  Bicycle  Store  $5,  the 
last  payment  on  his  bicycle.  When  these  records  are  written  in  paragraph 
form  as  you  see  them  here,  they  are  not  very  easily  understood. 

A  better  form  would  be : 


^>C^L^t..'<-&^y^yz.£-^yt,^.''i^  ^^^C^Z^  \Jl  Cl(.iy->-i^ --i^j^t^   "^C^^z^^  \J^  Ch. 


7^ 
o  o 


7  r  JL^ 


^^€^^a 


.^^^;gC^z^'b^<^^^^^>z^.^4^7^;^ 


^^--^Z'-«-'-?>2f      L>'Cr7^-'l^i. 


I    ^ 


a^-^i^ 


j£ 


-JJ- 


7  r  2,s 


Such  a  statement  is  generally  called  a  Balance  Sheet  because  it  shows 
all  the  balances  owned  and  owed  as  at  a  given  date.  However,  the 
following  words  are  usually  used  in  such  statements: 

"What  I  own"  gives  place  to  "Assets." 
"What  I  owe"  gives  place  to  "Liabilities." 
"What  I  am  worth"  gives  place  to  "Capital." 
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^S-ld-<^'^<^<f-<»Z..'<^--«'-?^. 


~S  o,  /  <f- 


^'^>ei^A>^- 


/ 
^  'A 

7 


7  r  j-^ 


7A 
o  o 

so 


^ 


U.:L£L- 


7/2.^ 


The  heading  of  this  balance  sheet  has  three  Hnes,  the  first  of  which 
is  the  name  of  the  person  to  whom  the  assets  belong  and  by  whom  the 
liabilities  are  owed;  the  second,  is  the  name  of  the  statement.  Balance 
Sheet;  and  in  the  third,  the  date.  These  three  facts  must  be  shown  in 
the  heading  of  every  balance  sheet  and  should  be  written  a  little  larger 
than  the  items  such  as  bank,  cash,  etc.  The  double  horizontal  top  line 
should  be  one  space  below  the  date  and  should  be  heavy  with  clear  cut 
even  ends.  A  vertical  triple  line  should  be  down  the  centre  and  just  long 
enough  to  include  the  total.  The  words  "assets,"  "liabilities,"  "capital" 
are  centred  in  the  column  and  occupy  one  line  each ;  they  are  underscored 
for  emphasis  because  they  show  the  three  divisions  of  the  statement.  The 
words  "bank,"  "cash,"  etc.,  should  begin  with  capitals  and  start  flush 
with  the  left  margin.  The  double  lines  under  the  totals  should  be  on  the 
same  level  and  should  leave  clear  space  beneath  the  totals  and  in  no  case 
should  lines  cut  through  numbers  which  should  be  small  and  clear  with 
plenty  of  white  space  showing  around  each  digit.  In  bookkeeping,  never 
join  the  digits  together  but  make  each  stand  clearly  by  itself.  There 
should  be  plenty  of  clear  space  between  the  captions — assets,  liabilities, 
capital — and  the  succeeding  line.     Do  not  use  abbreviations. 

Money  columns  should  be  \"  wide,  ^"  for  the  dollars  and  yi"  for  the 
cents  with  double  lines  between  the  columns  but  when  ruled  in  this 
fashion,  the  "$"  and  "^"  are  not  shown  because  the  ruling  indicates 
dollars  and  cents. 

It  is  worth  noting  that  great  care  should  be  taken  in  beginning  and 
finishing  cross  lines  for  it  is  very  necessary  that  your  work  should  be 
tidy,  businesslike  and  attractive.  Never  present  a  completed  statement 
to  your  teacher  when  that  statement  has  a  blot,  correction,  or  any  other 
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defect  or  error  on  it.     One  of  the  aims  of  this  course  is  to  teach  you  how 
to  be  accurate,  neat  and  competent. 

We  may  say,  then,  that  a  man's  total  assets  show  how  much  he  owns 
or  how  much  he  is  worth — his  capital  or  his  proprietorship.  In  book- 
keeping, we  write 

ASSETS        =       CAPITAL 

A     =     C 


The  term  assets  includes  all  sorts  of  property  which  have  an  exchange 
value  and  may  be  useful  now  or  in  the  future. 

To  determine  how  much  a  man,  who  owes  nothing,  is  worth,  you  would 
find  the  total  value  of  all  his  assets;  e.g.,  John  Stedman,  a  gas  station 
owner,  has  the  following  assets:  Cash  in  the  bank,  $525;  tools,  $227; 
building,  $250;  lot  on  which  the  building  stands,  $200;  gas,  $125;  oil,  $60; 
cash  register,  $75;  electric  light  fixtures,  $20;  small  tools,  $15;  service 
car,  $300.     These  data  may  be  put  in  a  statement  as: 


fjijiOO 


oo 


Co 

/  2,6^0  0 

zso 
:ioo 


/J  00 

J  oo  00 


umA 


^^^-^^Id-S^Ji^t-^l-TJ-t-^ 


CL 


7/7  c7 


/  y<)'no.o 


In  this  statement,  his  capital  $1,797.00  is  clearly  shown.  This  is  some- 
times referred  to  as  "his  interest  in  the  business."  He  tells  you  he 
started  with  $1,000  cash  six  months  ago  so  that  his  capital  has  increased 
from  $1,000  to  $1,797  in  the  half  year. 

Equation  i  A(l,797)  =C(1,797) 

Capital  June  30  minus  Capital  January  1  =  Profit 
1,797  —  1,000       =797 
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John  Stedman  has  a  small  note  book  in  which  he  keeps  track  of  all  his 
assets  in  a  neat,  accurate  and  complete  day-by-day  fashion,  and  in  which 
he  sometimes  records  his  unpaid  bills.  Such  debts  are  called  liabilities 
and  must  be  paid  in  cash. 

If  on  June  30th,  John  Stedman  had  owed  The  Machine  Company  $100 
for  tools  and  the  Auto  Sales  Company  $200  on  his  car,  his  statement  would 
have  been: 

JOHN  STEDMAN,  Owner 
Balance  Sheet 

June  30,  IP- 


Cash  in  bank.. 

Gas,  at  cost , 

Oil,  at  cost 

Tools 

Buildings 

Land 

Cash  Register.. 
Light  Fixtures. 

Small  Tools 

Service  Car 


Assets 


Liabilities 


The  Machine  Company 

The  Auto  Sales  Company. 

Total  Liabilities 


Capital 
John  Stedman,  Owner.. 


lOO'OO 

200  00 

I 

30000 


1,497  00 


1,797  00 


Assets $1,797.00 

Liabilities 300.00 


Capital $1,497.00 

Equation  II  A(l,797)  =L(300)  +C(1,497) 

This  is  the  fundamental  equation  in  bookkeeping. 


SUMMARY 

Records  are  more  useful  when  summarized. 

An  asset  is  something  which  has  an  exchange  value  and  which  will  be  useful 
in  the  future. 

A  liability  is  a  debt  to  some  one  else  who  has  a  claim  on  our  assets. 

Capital  is  the  difference  between  assets  and  liabilities. 

The  fimdamental  bookkeeping  equation  is  A  =  L+C. 

Great  care  should  be  taken  to  have  your  statements  neat,  legible,  accurate 
and  complete. 

Oral  Questions 

1.  What  is  an  asset?     Name  five  assets  of  a  baking  business,  a  garage  business, 

farming,  a  high  school  student. 

2.  Could  an  asset  belong  to  two  or  more  people  at  the  same  time?     How? 

3.  Do  all  people  own  assets?     Why? . 

4.  Is  a  good  education  an  asset? 
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5.  What  is  a  liability?     Name  two  liabilities  of  a  painter,  a  farmer,  a  baker. 

6.  What  causes  the  value  of  assets  and  liabilities  to  change? 

7.  In  Bookkeeping,  what  is  meant  by  capital?     Could  a  person  who  has  no 

assets  have  capital? 

8.  How  do  you  determine  how  much  a  person  is  worth? 

9.  What  is  another  name  for  capital? 

10.  What  is  the  fundamental  equation? 

11.  What  is  a  sale?     Why  are  sales  made? 

12.  What  is  business?     What  business  would  you  like  to  engage  in? 

13.  What  is  service  as  used  in  "service  station"? 

14.  What  is  the  difference  between  a  retail  and  a  wholesale  business? 

15.  What  property  is  there  in  your  neighbourhood  which  is  not  owned  by  some 

one? 

16.  When  you  say  you  own  a  bicycle,  what  do  you  mean? 

17.  How  would  you  decide  how  much  your  bicycle  is  worth? 

18.  How  many  lines  are  there  in  the  heading  of  a  statement   of   assets   and 

liabilities? 

19.  What  two  aims  has  a  business  man? 

20.  What  is  meant  by  "interest  in  the  business"? 

21.  Solve  the  following  equations: 


No. 

Assets 

Liabilities 

Capital 

1 

4,000 

none 

? 

2 

6,000 

1,000 

? 

3 

4,250 

? 

4,000 

4 

3,770 

? 

3,000 

5 

5,000 

3,000 

? 

6 

? 

none 

8,000 

7 

? 

1,500 

7,500 

8 

11,000 

12,000 

? 

9 

20,000 

20,000 

? 

Problems 

1.  John  Terreberry,  a  newsboy,  owns  a  bicycle,  $30;  clothing,  $15;  cash,  $3.26, 

and  a  bank  balance  of  $76.74.  He  owes  Henry  Gordon  $5.  Draw  up  a 
statement  for  him  on  September  30th  this  year. 

2.  The  Acme  Coal  Co.  had,  on  June  30th  of  this  year,  cash,  $200;  coal,  1,000 

tons  at  S5;  ice,  1,000  tons  at  $1;  scales,  $75;  truck,  $325;  office  building, 
$145;  office  equipment,  $110.  The  debts  are  to  Welsh  Collieries,  $800; 
taxes,  $40.     Draw  up  their  statement  June  30th. 

3.  Horace  Mann,  a  fruit  dealer,  has  a  capital  of  $2,500  which  includes  fruit; 

delivery  trucks,  $500;  cash,  $200;  shelving  and  decorations,  $125;  bank 
balance,  $675.  What  is  the  value  of  his  fruit?  Draw  up  his  statement 
as  of  March  31st  this  year. 

4.  E.  Lovering,  a  grocer,  on  May  31st  had  a  capital  of  $1,475.     There  was  one 

liability,  a  debt  to  The  Capital  Grocers,  $75.  Draw  up  a  statement 
showing  five  assets  he  may  have  with  suitable  amounts  to  satisfy  the 
equation. 
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5.  On  August  31st,  Charles  Downs  owns  a  bicycle  worth  $35;  a  set  of  high 
school  books  worth  S7.50;  a  dictionary  worth  S3;  clothes,  $22;  money  in 
the  bank,  S101.20;  camera,  $10;  pencil,  $1.50.  Prepare  a  statement  to 
show  how  much  he  owns.     Write  out  the  fundamental  equation. 

y  (>.  On  December  31st,  M.  Cherry  owns  a  house  and  lot  worth  $7,500;  furniture 
$300;  furnishings,  $150;  garden  tools,  $70;  automobile,  $240;  jewelry,  $100 
bedding  and  beds,  $200;  cutlery  and  dishes,  $175;  washing  machine,  $70 
refrigerator,  $90.     There  is  an  unpaid  balance  on  the  house  and  lot — 
mortgage — of  $1,000.     Prepare  a  statement  to  show  how  much   he  is 
worth.     Write  out  the  fundamental  equation. 

j  7.  Isaac  Rosenbush,  a  farmer,  has  a  farm  worth  $5,000;  horses,  $1,000;  cows, 
$2,000;  pigs,  S700;  wagons,  ploughs  and  other  farm  implements,  $3,500; 
an  automobile,  $1,200;  feed  and  grain,  $1,100.  He  owes  the  bank  $800 
and  he  owes  the  grocer  $120.  Prepare  a  statement  as  at  June  30th  to 
show  how  much  the  farmer  is  worth.     Set  up  the  fundamental  equation. 

j  8.  Charles  Meadows,  a  farmer,  owns  a  farm  worth  $2,500;  he  has  cash  on 
hand,  $22  and  in  the  bank,  $350;  binders  and  equipment,  $1,100;  wheat, 
500  bu.  at  SI. 10;  corn,  150  bu.  at  60c.;  15  calves  at  $8;  horses,  $400; 
tractor,  $125.  He  owes  taxes,  $115,  and  the  storekeeper,  $25.  Draw  up 
his  statement  as  of  December  31st. 

•'  9.  Joseph  Brant,  a  radio  repair  man,  wishes  to  sell  out,  and  in  order  to  set  a 
reasonable  price  for  his  business,  he  hires  you  to  draw  up  his  statement. 
The  following  facts  are  given  you  on  September  30th:  repair  outfit,  $200; 
electric  wire,  $25;  odd  tools,  $15;  electric  flash  lights,  $12;  meters,  $20; 
kit  bag,  $6;  ladders,  $25;  aerial  fixtures,  $100;  service  car,  $700.  He  owes 
the  bank  on  a  note,  S150;  and  he  owes  his  friend,  Samuel  Jones,  $75. 
Office  equipment — desk,  chair,  files,  etc. — $80,  also  belong  to  him.  His 
rent  is  paid,  but  a  telephone  bill,  $4.90,  and  a  hydro  bill  of  $8.75  are  due 
and  unpaid.  Draw  up  a  statement  to  show  his  net  worth.  Draw  up  the 
fundamental  equation.  He  thinks  he  should  ask  $300  more  than  the 
statement  shows.     What  is  his  selling  price? 

J  10.  Thomas  Mack  examines  his  business  assets  and  liabilities  on  February  28th 
and  lists  them  as  follows:  office  supplies,  $50;  building,  $5,000;  bank 
balance,  $2,000;  goods  on  hand  at  cost,  $4,000;  typewriters,  office  desks  and 
chairs,  S600.  The  following  customers  owe  him:  John  Alden,  $350; 
Robert  Bruce,  $250;  Charles  Harvey,  $635.  He  has  a  promissory  note 
signed  by  a  customer,  S250.  Besides  these  things  there  is  a  truck  worth 
$1,000;  land  worth  $1,100.  Thomas  Mack  owes  the  following:  John  D. 
Murray.  S250;  Morris  Curry,  $275;  P.  Freedman,  $125;  Dick  Motor 
Sales,  S500;  unpaid  wages,  $40.  There  is  a  mortgage  on  the  land  and 
building  for  $3,000.  Prepare  a  statement  to  show  how  much  Thomas  Mack 
is  worth. 

>l  11.  Alger  Young,  owner  and  proprietor  of  a  wholesale  potato  business,  engages 
you  to  draw  up  a  financial  statement  from  the  following  data:  Cash, 
$1,616.62;  truck,  $1,215;  notes  receivable,  $250;  L.  King  owes  him  $35; 
Johnston  Bros,  owe  him  $60;  D.  C.  McKenzie  owes  him  $50.75;  S.  S. 
Simon  owes  him  S18.90.  He  owes  on  a  note,  $400 ;  he  owes  John  Richardson 
$250,  and  A.  P.  Simpson,  $375.     Set  up  the  statement  required. 

^  12.  Clip  from  the  newspaper  the  statement  of  some  Canadian  firm  and  note 
carefully  how  the  information  and  data  are  arranged.  Bring  the  clipping 
to  school  when  you  have  found  one. 


CHAPTER  III 

CHANGES  IN  ASSETS,  LIABILITIES  AND  CAPITAL 

Word  Study:  Business,  profit,  loss,  merchant,  cash  register  ribbon,  sales, 
cancelled  cheques,  receipts,  payments,  expenses,  operating,  wages,  taxes, 
employee,  supplies,  unsold  goods,  summarize,  inventory,  income,  gross  profit, 
net  profit. 

John  Stedman,  the  owner  of  the  Service  Station,  began  business  with 
$1,000  cash  and  in  six  months'  time  made  a  profit  of  $797.  How  was  this 
done?  He  bought  a  lot  and  building,  tools,  cash  register,  a  supply  of  gas 
and  oil  and  there  remained  money  in  the  register  and  bank.  In  order  to 
purchase  these  things,  he  divided  his  $1,000  into  several  groups  as  follows: 

A =  C 

I      15  +235+100+     250     +75+50+     75     +  200    I    =   I       1,000     | 
I    cash     bank     tools     building     gas     oil     register     land   |         |     capital    | 

This  division  of  one  asset  into  several  enables  a  merchant  to  buy  goods 
for  resale  at  a  profit  and  equipment  which  he  uses  to  run  his  business. 
By  an  examination  of  the  cash  register  ribbon  for  his  sales,  the  cancelled 
cheques  and  receipts  for  his  payments,  the  following  list  of  income  and 
expenses  of  the  business  was  obtained : 

Sales  (Cash  register  ribbon) $9,050.00 

Cost  of  gas  and  oil  bought 6,319.00 

Wages  paid  to  employees 1,357.00 

Light  and  heat 117.65 

Taxes. 81.45 

Supplies — water,  paint,  waste,  etc 360.00 

Other  Expenses 202.90 

By  actual  check  the  inventory  of  gas  and  oil  unsold,  at  cost,  was  $185.00. 
These  payments  and  sales  may  be  set  up  in  a  good  style  of  statement  to 
show  how  the  profit  was  made  or  to  summarize  the  business  activities  as: 

JOHN  STEDMAN 
Trading  and  Profit  and  Loss  Statement 

For  the  Period,  January  1,  19 — ,  to  June  30,  19 — 


—  Income  — 

Sales  of  Gas  and  Oil 

—  Cost  — 

Purchases 

Less  inventory,  June  30th,  at  cost 

Cost  of  Goods  Sold 

Gross  Trading  Profit 

—  Operating  Expenses  — 

Wages 

Light  and  Heat 

Taxes 

Supplies — water,  paint,  waste,  etc... 

Other  Expenses 

Total  Operating  Expenses 

Net  Profit 

16 


6,319 
185 


1,357 

117 

81 

360 

202 


9,050 


6,134 


2,916 


2,119  00 


00 


00 


00 


79700 
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This  report  is  made  up  of  three  main  divisions: 

I.  Sales  Income  or  Revenue — Selling  Price  of  goods  actually  sold. 
II.  Cost  of  Goods  Sold — Cost  Price  of  goods  actually  sold. 
III.  Operating  Expenses — Cost  of  running  the  business. 

Since  no  profit  can  be  made  until  the  goods  are  sold,  the  sales  are  listed 
first. 

The  cost  of  the  goods  sold  is  the  total  purchases  less  the  cost  of  the 
unsold  goods. 

The  total  cost  of  the  goods  sold  may  be  the  cost  of  the  goods  on  hand  at 
the  beginning  of  the  year  plus  the  cost  of  the  goods  bought  during  the 
year  less  the  cost  of  the  goods  on  hand  and  unsold  at  the  end  of  the  year. 


Cost  of  Goods  Sold  =  Initial  I nventory+ Purchases — Final  Inventory 


The  Gross  Trading  Profit  is  the  difference  between  the  sales  and  the 
cost  of  the  goods  sold. 

The  Net  Profit  is  the  difference  between  the  gross  profit  and  the  total 
operating  expenses. 

John  Stedman's  proprietorship,  June  30th,  may  be  shown  as: 

JOHN  STEDMAN,  Owner 
Statement  of  Proprietorship 

June  30,  19— 


Investment  January  1,  19 — .. 
Add  Profit  for  Six  Months- 
Present  Proprietorship 


1,000 
797 


1.797 


00 


SUMMARY 

Changes  in  assets  are  caused  by  dividing  one  asset  into  many  groups. 
Merchants  make  a  profit  by  selling  goods  and  by  rendering  services. 
The  selling  price  includes  cost  of  goods  sold  plus  operating  expenses  plus  the 
net  profit.    S.P.  =  C.P.  +  Op.E.+N.P. 


Oral  Questions 

1.  What  is  a  profit,  a  loss,  gross  trading  profit,  net  profit? 

2.  How  is  the  cost  of  goods  sold  computed? 

3.  What  is  income? 

4.  What  is  a  tax?     To  whom  is  the  tax  money  paid? 

5.  Name  things  which  may  be  called  supplies  in  a  confectionery,  a  plumbing, 

and  a  farming  business. 

6.  What  is  meant  by  managing  a  business? 

7.  Would  you  rather  invest  money  in  a  bread  business  or  in  a  toy  business?  Why? 
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8.  A  man  invests  $5,000.     He  makes  a  profit  of  $1,000.     How  much  is  he  now 

worth?  What  other  way  is  there  of  ascertaining  how  much  a  man  is 
worth?  Which  is  the  better  way?  Would  the  two  answers  be  the  same? 
If  not,  which  one  would  likely  be  correct?     Why? 

9.  J.  Button  has  assets,  S2,000,  and  liabilities,  S200.     What  is  his  capital?     He 

invested  SI, 500.     What  is  his  profit? 

10.  A.  Buxton's  sales  were  S4,000.     Cost  of  goods  sold,  $3,000,  expenses,  $100. 

What  is  his  net  profit? 

11.  L.  Buzzell  had  on  hand,  June  1st,  S2,500  of  merchandise.     He  bought  $7,500 

worth  and  had  left  on  June  30th  81,000  worth.  What  was  the  cost  of  the 
goods  he  sold?  How  much  would  his  sales  be  to  make  a  net  profit  of  $900 
after  paying  expenses  of  $500? 

12.  What  two  aims  has  every  owner  in  business? 

13.  Suggest  how  the   Balance  Sheet  and   the  Profit  and  Loss  Statement  are 

related? 

14.  In  what  way  do  liabilities  resemble  capital  (proprietorship)? 

15.  What  name  is  given  to  the  statement  of  increases  and  decreases  of  proprietor- 

ship? 

Problems — ProJfit  and  Loss 

1-9.  Work  out  the  following  problems  and,  after  having  your  results  approved  by 
your  teacher,  set  up  the  data  in  statement  form,  using  your  best  technique: 


Question 

1 

2 

3 

4 

5 

6 

7 

8 

9 

Sales                           

100 

400 

1,000 
20 
250 
600 
100 
150 
50 

2,000 
100 
500 

1,200 
200 
300 
100 

4,500 

250 

3,500 

2,487 

87 

3,690 

150 

21 

175 

7 
2 
5 

10 
1 
7 
3 
9 

40 
? 

5,127 

98 

1,511 

3,697 

42 

1,803 

172 

182 

360 

45 

8 

3 

19 

22 

6 

85 

4 

11 

100 

? 

7,521 

? 

9,540 

165 

4,187 
3,775 

3,727 

Purchases           

80 

200 

8,380 

7,324 

272 

Inventory  at  end 

30 

50 

2,692 

4,145 

2,428 

110 

178 

50 

8 

4 

15 

12 

3 

120 

10 

15 

60 

? 

163 

Wages 

10 

1 
1 
1 
2 
1 
1 
2 
1 

12 

1 
2 
1 
3 
4 

50 

5 
3 
1 
5 
5 
2 

10 
2 
5 

20 
? 

20 

5 
4 
1 
3 
6 
1 

11 
2 
7 

15 
? 

200 

Light  and  Heat 

120 

Water                                   .    .. 

18 

Taxes 

90 

Supplies 

14 

Delivery 

72 

15 

Rent                                       .    ... 

1 
1 

175 

Insurance 

10 

Repairs 

20 

Travelling 

72 

Net  Profit  or  Loss 

? 

? 

Loss  10% 
of  Sales 

? 

10.  Wm.  Brooks  gives  you  the  following  facts  about  his  business:  Sales,  $9,000; 

Purchases,  $7,000;  Inventory,  $2,000;  Expenses,  $1,500.     How  rnuch  is 
his  profit?     Draw  up  his  statement. 

11.  J.  Broom's  business  records  show:  Sales,  87,256;  Purchases,  $8,397;  Inventory, 

82,100;  Wages,  $200;  Advertising,  $100;  Rent,  $75.     Required:  his  profit 
and  loss  statement. 

12.  H.  Brouse's  sales  are  $8,792;  Initial   Inventory,  $300;  Purchases,  $6,250; 

Purchase  returns  and  allowances,  $50;  Final  Inventory,  8400;  Wages.  SlOO; 
Rent,  $150;  Taxes,  $25.     Required:  his  profit  and  loss  statement. 
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13.  The  cash  register  ribbon  shows  a  total  of  $10,250.62;  purchase  invoices  total 

$6,472.89;  wages  paid  employees,  $1,472.87;  light  and  fuel  cost,  $120; 
supplies,  such  as  water,  paint,  waste,  etc.,  cost  $372;  other  expenses,  $272; 
gas  and  oil  unsold,  at  cost,  $173.  Calculate  the  results  of  John  Stedman's 
garage  business  for  the  second  six  months  of  operating.  Other  data  which 
you  may  need  will  be  found  in  the  example  used  in  this  Chapter,  p.  16. 
Set  up  your  solution  in  good  statement  form. 

14.  From  the  following  items  select  those  that  are  necessary  for  calculating  the 

profit  and  loss  for  the  annual  period  ended   December  31st  last  year. 

Set  up  the  statement  in  good  form.  "  Cash,  $4,572.89;  Notes  Receivable, 

$1,400;  Moore  Bros.,  $1,050;  Grace  Hospital,  $720:  Shortt  &  Son,  $375.80; 

C.  D.  Howe,  $255.60,'JGoods  on  hand  Jan.  1st,  $3, 35Sf  Supplies  cost  $525; 
:^nsurance  cost,  $580t^Equipment  for  loading  goods  cost  $4,870;  Notes 

Payable,  $3,500;  Dustless  Coal  Co.,  $1,440;  Sofi;  Coal  Co.,  $1,100;  J.  T. 

Adams,    Capital,    $ ;-^Sales,    $31,472. 16;^Purchases,    $23,715.84; 

^Rent  paid,  $1, 800 ^'- Salaries  paid,  $5,000 ;V-General  Expenses,  $619.35; 
¥Goods  on  hand  as  December  31st  at  cost,  $6,300. 

15.  Write  a  report  in  paragraph  form  stating,  for  the  benefit  of  a  friend  who  doe; 

not  understand  bookkeeping,  the  main  facts  contained  in  this  statement: 


R    A.  MILLER 
Trading  and  Profit  and  Loss  Statement 

For  the  Month  January  1,  193...  to  January  31,  193. 


—  Sales  Income  — 

Sales 

Less  Returns 

Net  Sales 

—  Cost  of  Goods  Sold  — 

On  hand  January  1st  at  cost 

Purchases 

Total  Cost 

Less  Inventory  Jan.  31  at  cost. 

Cost  of  Goods  Sold 

Gross  Trading  Profit 

—  Operating  Expenses  — 

Rent 

Salaries 

Supplies  used 

Insurance  cost 

Depreciation  on  Equipment 

General  Expense 

Total  Operating  Expenses 

Net  Profit 


2,154 
2,318 


4,473 
3,495 


120 

125 

13 

5 
6 

7 


,750 
20 


1,730 


978 


752 


276 


475 


75 


19 


56 


60 


96 


CHAPTER  IV 

BUSINESS  TRANSACTIONS 

Word  Study:  Calculate,  capital,  profit,  loss,  affects  business,  statement, 
report,  transaction,  liabilities,  record,  invests,  cash,  bookkeeping,  equation, 
fixtures,  merchandise,  expenses,  exchange  value. 

In  the  previous  chapters  you  were  shown  how  to  calculate  a  man's 
capital  and  how  a  profit  or  loss  affects  his  capital.  You  have  also  learned 
how  to  set  up  business  information  in  statements  or  reports. 

Your  task  in  this  chapter  will  be:  (a)  to  learn  how  each  business 
transaction  affects  the  Assets,  Liabilities  and  Capital ;  (b)  to  keep  a  record 
of  each  and  every  change  that  takes  place  in  the  Assets,  Liabilities  and 
capital. 

May  L     Walter  Cad  by  invested  $2,000  cash  in  a  hat   business.     His 

bookkeeping  equation  is 

A  =  G 
I.  Cash  2000  =  Capital  2000 

May  1.     He  bought  fixtures  for  $400  cash. 

jj  (^^gj^f     2000+Fixtures  400  =  Capital  2000 

He  decreased  his  cash  by  $400  and  acquired  a  new  asset,  Fixtures,  $400. 

May  3.     He  bought  a  supply  of  hats,  caps,  and  other  articles  for  which  he 

paid  $1,000  cash.     His  stock  of  goods  for  resale  is  called  Merchandise 

(Mdse.). 

r   2000 

III.  Cash]—  400+Mdse.  lOOO+Fixtures  400  =  Capital  2000 

[—1000 

He  increased  his  stock  of  goods  and  decreased  his  cash. 
May  4.     He  sold  $400  worth  of  goods  for  $600  cash. 

f     2000 

IV.  CashjZiJgg+Mdse.{_1000^Pj^^^^^^  400  =  Capital{ ^2000  ^^^^^ 

[+  600 

He  decreased  his  stock  of  goods,  increased  his  cash  and  increased  his 
capital  by  the  profit. 

May  5.     He  sold  the  remainder  of  the  goods  at  a  loss  of  $100. 


V.        Cash 


2000 
—  400  f     1000  f     2000 

— 1000+Mdse.|—  400 +Fixtures  400  =  Capital^  +  200\Profit 
+  600  [—  600  i—  100/ 

1+  500 


He  decreased  his  supply  of  goods  by  $600,  increased  his  cash  by  $500 
and  decreased  his  capital  by  $100. 
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His  Balance  Sheet  at  this  point  would  be 


WALTER  CADBY,  Hatter 
Balance  Sheet 

May  5,  19— 


Assets 

Liabilities  and  Capital 

Cash 

1,700 
400 

00 
00 

none 

Capital 

Walter  Cadby — 

Investment 

2,000 
100 

Fixtures 

00 

Profit 

00 

2,100 

00 

2,100  00 

May  8.     He  invested  an  additional  $1,000  cash. 


VL 


Cash' 


2000 
—  400 

~^^QQ+Fixtures  400  =  Capital]  +  \^q 


500 
1000 


f  2000 
+  200 
—  100 
+  1000 


He  increased  his  cash  and  he  increased  his  capital. 

May  9.     He  bought  another  stock  of  goods  for  $800  on  30  days'  credit 
from  W.  J.  Calder.     The  goods  were  received. 


f     1000 


Vn.  Cash 


f     2000 
I—  400 

— 1000  ,  ,,  . 
1+  600+^^^"^-]-  600 

+  500  [+  800 

+  1000 


2000 


^^°+Fixtures  400  =  Calder  800  +  Capital   +  Iqq 

+  1000 


Merchandise  was  increased  and  a  liability  (debt  to  W.  J.  Calder)  was 
set  up  on  the  opposite  side  of  the  equation. 


May  10.     He  sold  the  goods  for  cash  at  a  profit  of  $200. 


VI IL  Cash 


'     2000 

—  400  r    1000 

—1000  —  400 

+  600+Mdse.  —  600+Fixturcs  400  =  Calder  800+Capital- 
+  500  +  800 

+  1000  [—  800 

I +  1000 

Cash  was  increased,   Merchandise  was  decreased   and   Capital  was 
increased. 


2000 
+  200 
—  100 
+  1000 
+  200 


May  11.     He  paid  Calder  in  Cash,  $800. 


IX.  Cash 


2000 

—  400 
—1000 

+  ^^^  +  Mdse 
+  500^'^°^^- 

+  1000 

+  1000 

—  800 


1000 

—  ^^  (     800 

—  600+ Fixtures  400  =  Calder{_gi;"+ Capital- 

+  800 

—  800 


1—800' 


2000 
+  200 
—  100 
+  1000 
+  200 


Cash  was  decreased  and  liability  (debt  to  W.  J.  Calder)  was  decreased. 
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May  11.     He  paid  his  expenses — salary,  rent,  light,  insurance,  cleaning, 

$100. 

r   2000 

—  400 

—1000  f     1000 

+  600 
X.  Cash  i+  500+Mdse.- 
+  1000 


+  1000 

—  800 

[—  100 


2000 
+  200 


—  600+Fixtures  400  =  Calder/gQQ+Capital|  _^jqJJ 
"^800  +200 

800  I  JQQ 


Cash  was  decreased  and  Capital  was  decreased. 
His  Balance  Sheet,  May  11th,  would  be: 

WALTER  CADBY,  Hatter 
Balance  Sheet 

Alay  11,  19— 


Assets 

Liabilities 

Cash   

2,800 
400 

00 
00 

none 

Capital 

Walter  Cadby— 

Investment 

3,000 
200 

Fixtures 

00 

Profit     

on 

3,200 

00 

3,200 

00 

SUMMARY 

A  transaction  is  an  exchange  of  values  which  causes  a  change  in  the  assets, 
liahilities  or  capital.  Changes  in  assets,  liabilities  or  capital  are  either  increases  or 
decreases. 

One  asset  may  be  exchanged  for  another  of  equal  value  without  changing  the 
capital. 

The  Capital  is  increased  when  goods  are  sold  at  a  profit. 

The  Capital  is  decreased  when  goods  are  sold  at  a  loss. 

The  Capital  is  decreased  when  expenses  are  paid. 


Oral  Questions 

1.  What  is  an  asset?     A  liability? 

2.  Name  ten  assets  used  in  a  florist  business. 

3.  How  may  a  person  cancel  a  liability? 

4.  What  is  the  fundamental  bookkeeping  equation? 

5.  Why  do  assets  appear  on  the  opposite  side  of  the  balance  sheet  from  the 

liabilities? 

6.  What  is  a  balance  sheet?  * 

7.  What  is  a  business  transaction? 
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8.  How  may  capital  be  increased? 

9.  I  increase  my  assets.     What  changes  may  take  place  to  make  the  equation 

balance? 

10.  I  increase  my  liabilities.     What  changes  may  take  place  to  make  the  equation 

balance? 

11.  I  decrease  my  assets.     What  other  change  in  the  equation  must  take  place? 

12.  I  decrease  my  liabilities.     What  other  change  in  the  equation  must  take  place? 

Problems 

1.  Analyze  the  following  cash  transactions  and  set  up  the  equations  to  show  a 

record  of  every  change:  (a)  John  Stedman  invested  Si, 000  in  a  garage, 
(b)  He  bought  tools  and  a  pump,  S400.  (c)  He  bought  gasoline,  SIOO. 
(d)  He  sold  gas  worth  S50  for  S60.  (e)  He  sold  gas  worth  S50  for  S75 
(a  better  grade),  (f)  He  bought  oil  for  $75.  (g)  He  sold  oil  worth  $75 
for  SIOO.  (h)  He  bought  casings,  $100,  from  Stone  &  Co.  (i)  He  sold 
casings  worth  S50  for  $70.      (j)  He  paid  expenses,  $63. 

Draw  up  a  balance  sheet  from  the  above  data. 

Draw  up  a  profit  and  loss  statement. 

2.  Set  up  equations  to  record  all  the  changes  which  took  place  in  John  Black's 
J  business:  (a)  He  invested  S2,000  cash  in  a  fruit  business,  (b)  He  pur- 
chased fruit  for  cash,  8850.  (c)  He  sold  fruit  costing  S200  for  $250,  cash, 
(d)  He  sold  fruit  costing  S400  for  S500,  cash,  (e)  He  bought  fruit  costing 
S250  from  Tiverton  &  Co.,  for  cash,  (f)  He  sold  fruit  costing  $500  for 
$650,  cash,     (g)  He  paid  in  cash  his  expenses,  $45. 

Draw  up  a  balance  sheet  from  the  above  data. 
Draw  up  a  profit  and  loss  statement. 

3.  Analyze  the  following  transactions  and  draw  up  a  balance  sheet  and  profit 

and  loss  statement  showing  the  result  of  all  the  changes,  (a)  Leo  Palmer 
has  a  cash  balance  of  $1,500.  (b)  He  buys  furniture  for  the  store,  $150 
cash,  (c)  He  buys  on  credit,  goods,  $400,  from  Brown  &  Co.  (d)  He 
buys  for  half  cash,  goods  costing  $600,  from  Thompson  &  Walters,  (e)  He 
sells  for  S300  cash,  goods  costing  $200.  (f)  He  sells  to  Byron  Brown  on 
account,  goods,  S200,  which  cost  him  $175.  (g)  He  sells  to  J.  H.  Clemens, 
half  cash,  goods,  S500,  which  cost  him  $350.  (h)  He  makes  a  sale  and 
sells  out  for  $400,  cash,      (i)  He  paid  his  expenses,  $40. 

4.  Set  up  the  equation  for  the  opening  of  business  and  show  the  effect  of  each 

of  the  following  transactions  on  it:  R.  Dolson  is  engaged  in  selling  con- 
fectionery. He  has  on  hand,  cash,  $1,000,  and  goods,  $400.  .(a)  Cash 
sales,  $200  (cost,  $150).  (b)  Sale  to  B.  Delorme,  $150  (cost,  $100),  on 
■  account,  (c)  Purchase  for  cash,  $200.  (d)  Purchase  on  account,  T. 
Manning,  S300.  (e)  Cash  sale,  $300  (cost,  $200).  (f)  Cash  sale,  $200 
(cost,  S150).  (g)  B.  Delorme  paid  in  cash,  $100.  (h)  Paid  T.  Manning, 
cash,  S200.      (i)  Cash  sale,  $300  (cost,  $250).      (j)  Paid  expenses,  $35. 

Draw  up  a  balance  sheet  and  a  statement  of  profit  and  loss  for  the 
above  data. 

5.  M.  M.  Hughes  has,  on  hand,  $6,000  cash,      (a)  Bought  goods  for  cash,  $2,000. 

(b)  Bought  store  fixtures  on  account,  $1,000,  from  Preston  Furniture  Co. 

(c)  Sold  for  $1,500  cash,  goods  that  cost  $1,000.  (d)  Sold  on  account  to 
Peter  Marner,  goods,  $500  (cost,  $300).  (e)  Paid  Preston  Furniture 
Co.,  $500.     (f)  Cash  sales,  $350   (cost,  $200).     (g)  Peter  Marner  paid 
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him,  $300.      (h)  Purchased  goods  for  cash,  $900.      (i)  Cash  sales,  $550 
(cost,  $400).      (j)  Paid  expenses,  $150. 

Draw  up  two  balance  sheets — one  showing  the  financial  condition  at  the 
begii  ning,  the  other  showing  the  financial  condition  at  the  closing. 

6.  Analyze  the  following  transactions  and  record  them  in  an  equation.     Prepare 

a  balance  sheet,  (a)  G.  E.  West  had  on  hand  to-day  cash,  $3,000;  goods, 
S4,000;  store,  $10,000.  He  owed  D.  Brenner  $1,000.  (b)  Paid  $200  for 
cash  register.  (c)  Sold  to  E.  Culver  for  $1,500  cash,  goods  costing 
$1,000.  (d)  Sold  for  $2,200,  to  F.  Fowler,  on  account,  goods  costing 
$1,500.  (e)  Bought  goods  from  Burns  &  Slinker,  on  account,  $2,000. 
(f)  Paid  D.  Brenner  $1,000.  (g)  F.  Fowler  sent  him  a  cheque  for  $1,200. 
«  (h)  Cash  sales,  $400  (cost,  $300).  (i)  Thieves  stole  goods  which  cost 
$400  and  the  selling  price  of  which  was  $300.  (j )  Paid  expenses,  $60,  in 
cash. 

7.  Analyze  and  record  in  an  equation  all  the  changes  caused  by  the  following 
sj       transactions:    (a)    Ralph  Lee  began    business   with  cash,  $4,000;  goods, 

$6,000;  furniture  and  fixtures,  $1,000;  J.  Manion  owed  him  $2,000. 
He  owed  to  J.  Halpenny  $800  and  B.  Brown  $1,000.  (b)  Paid  Taylor  Co. 
$500  for  a  safe;  Cash  Register  Co.  $800  for  a  cash  register,  (c)  Sold 
J.  Mclntyre  goods,  on  account,  for  $2,000  (cost,  $1,500).  (d)  Bought, 
on  30  days'  credit,  from  Quiet  Tread  Shoe  Co.,  goods  billed  at  $3,000. 

(e)  Cash  sales,  $4,500  (cosf,  $2,500).  (f)  Bought  from  National  Truck 
Co.  a  truck,  $1,500.  Paid  them  $500  cash,  (g)  Received  $2,000  on 
account  from  J.  Manion  in  cash,  (h)  Paid  B.  Brown  $1,000  on  account, 
(i)  Bought  goods  from  Kernahan  &  Co.,  $1,500,  terms,  half  cash.  Paid 
them  $750.  (j )  Paid  Quiet  Tread  Shoe  Co.  $1,500.  (k)  Paid  expenses, 
$200  cash. 

Calculate  the  inventory  and  draw  up 
(i)  Balance  Sheet  to  show  the  business  condition. 
(ii)  Profit  and  Loss  statement  to  show  the  profit. 

8.  Thomas  Rosebank  began  business  with  the  following  assets  and  liabilities: 

(a)  Cash,  $1,000;  truck,  $2,000;  furniture  and  ^tures,  $1,200;  goods, 
$5,000.  He  owed  J.  Swan  $800;  R.  Ferguson,  $600.  (b)  Sold  goods, 
P.  Sutton,  for  $3,000,  one-half  cash  (cost,  $1,800).  (c)  Bought  goods 
from  Hill  &  Rhodes  for  $2,000,  terms  $500  cash,  balance  on  account. 
(d)  Paid  J.  Swan  $800  cash,      (e)  Mr.  Rosebank  withdrew  $200  cash. 

(f)  Cash  sales,  $3,000  (cost,  $1,800).  (g)  Received  from  P.  Sutton 
$1,000.  (h)  Paid  Hill  &  Rhodes  $1,200  cash,  (i)  Deposited  all  the  cash 
on  hand  in  the  Merchants'  Bank,  (j)  Gave  R.  Ferguson  a  cheque  for 
$500.      (k)  Paid  expenses,  $55,  by  cheque. 

Calculate  the  inventory  and  draw  up  a 
(i)  Balance  Sheet  to  show  the  financial  condition. 
(ii)  Profit  and  Loss  Statement  to  show  the  profit. 

9.  From  the  following  information  given  on  December  31st,  prepare  (a)  Balance 

Sheet,  (b)  Trading  and  Profit  and  Loss  Statement.  Cash,  $136.25; 
due  from  customers,  $206.75;  inventory  of  grain,  January  1st,  $1,321.50; 
repairs,  $48;  farm  supplies  used,  $85;  land,  $10,800;  building,  $4,680; 
farm  machinery,  $2,040;  small  tools,  $65;  notes  payable,  $146;  due  to 
creditors,  $563.50;  mortgage  on  the  property,  $5,000;  investment,  $12,250; 
salgs  of  grain,  $2,195.50;  cost  of  grain,  $385.90;  taxes,  $115.60;  other 
expenses,  $83.50;  interest  paid,  $125;  insurance,  $62.50;  grain  on  hand, 


December  31st,  $503.60. 
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10.  Find  out  from  some  person  who  is  a  bookkeeper  what  work  a  bookkeeper  does. 

11.  Write  a  report  on  the  pleasant  and  unpleasant  features  of  the  bookkeeper's 

job. 

12.  CYRIL  THOMAS 

Balance  Sheet 
October  31,  19— 


Assets 


Cash... 
Bicycle 
Books.. 


125 
35 
10 


Liabilities 


Owe  to  James  Kerr... 

Capital 
Cyril  Thomas 


00 


CYRIL  THOMAS 
Balance  Sheet 

November  30,  19 — 


Assets 


Cash 

Bicycle 

Books 

Dominion  of  Canada  Bond 


75 

35 

7 

100 


Capital 


Cyril  Thomas. 


Copy  and  complete  these  two  balance  sheets.     Write  a  report  stating 
whether  or  not  the  changes  have  improved  Cyril's  financial  position. 
13.  James  Morrissey's  Balance  Sheet,  December  31,  19 — ,  was: 

JAMES  MORRISSEY,  Merchant 

Balance  Sheet 

December  31,  19 — 


Assets 


Cash 

Goods  at  Cost 

Notes  Receivable 

Philip  Brown 

James  Owen 

Ralph  Gardner 

Truck 

Supplies 


1,200 

1,450 

260 

72 

48 

84 

350 

35 


Liabilities  and  Capital 


Canada  Stores 

Co-operative  Farmers 

Notes  Payable 

Capital 
James  Morrissey,  Owner 


215 

190 

35 


During  the  following  half-year,  the  stock  of  goods  was  sold  for  cash  at  a 
profit  of  40%  on  cost  and  new  stock  was  purchased  costing  $2,250  on  terms 
of  half  cash  and  half  credit  from  the  two  creditors  in  equal  amounts.  On 
June  30th  half  of  this  new  stock  was  still  unsold,  cash  sales  having  been 
made  at  the  usual  profit  of  40%.  Philip  Brown  owed  $50  and  Ralph 
Gardner  owed  $55.  The  notes  and  other  accounts  as  of  December  31st 
were  all  realized  except  50%  of  James  Owen's  account  which  had  been 
written  off  as  worthless.  The  truck  had  depreciated  10%  and  the  supplies 
were  valued  at  $22.70.  The  liabilities  as  of  December  31st  have  been 
liquidated. 

Write  a  report  supported  by  a  Balance  Sheet  of  James  Morrissey's  busi- 
ness activities  for  the  six  months. 


B.— 2 


CHAPTER  V 


THE  ACCOUNTS,  THE  LEDGER  AND  THE 
TRIAL  BALANCE 

Word  Study:  Account,  ledger,  equation,  debit,  credit,  trial  balance,  balance 
sheet,  transaction,  bookkeeping. 

Where  changes  in  assets,  liabilities  and  capital  are  very  numerous, 
the  form 


Cash 


2000 

—  400 

—1000 

r   1000 

+  600 

—  400 

+  500  +  Mdse. 

—  600+Fixtures  400=Calder 

+  1000 

+  800 

+  1000 

,—  800 

—  800 

—  100 

800 
-800 


+Capital< 


2000 
+  200 

—  100 
+  1000 
+  200 

—  100 


while  showing  all  the  changes,  may  be  replaced  by  a  better  form,  as: 


Cash 


2000 

400" 

600 

1000 

500 

800 

1000 

100 

1000 

+ 


Md 

se. 

1000 

400 

800 

600 

800 

Fixtures 


Calder 


+ 


400 


800 


+ 


Capital 


800 


100 

2000 

100 

200 

1000 

200 

Here  the  increases  and  decreases  of  each  account  are  sorted  out  so  that 
all  the  increases  are  together  and  all  the  decreases  are  together.  These 
forms  are  called  T  Accounts.  The  account  for  cash  shows  a  record  of  all 
the  changes  in  the  asset,  cash.  Similarly,  there  will  be  an  account  for  each 
asset,  each  liability  and  the  capital.     When  fully  ruled,  the  account  form  is : 


Dr. 

CASH 

Cr. 

S 

o 

w 

JO 

D 

n 

5=* 

n 

M 

?o 

D 

n 

o 

3 

X 

n 

o_ 

n 

3 

O 

3 

X 

o_ 

3 

3- 

3 

w 

-1 

n 

3 
o 
n 

0) 

Ul 

3- 

2 

3 

3 

■-l 

Ul 

o 

3 

o 

3 

"X! 

O 

3 

o 

3 

r^ 

3- 

3* 

•5 

01 

This  form  provides  columns  for  all  the  information  about  cash,  about  any 
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other  asset  or  liability,  or  about  the  capital,  and  when   the  items  are 
entered,  appears  as  follows: 


Dr. 


CASH 


Cr. 


1939 
Jan. 


On  hand. 


Jan.  10  Balance.. 


1939 

2000 

— ■ 

Jan. 

3 

600 

— 

4 

500 

— 

5 

1000 

— 

6 

V 

1000 

— 

10 

5100 

— 

2800 

— 

Balance. 


V 


400 

1000 

800 

100 

2800 


5100 


When  all  the  accounts  used  in  a  business  are  taken  together,  the  group 
is  called  a  Ledger.     The  fundamental  equation  may  be  written  as : 


Asset 

Dr.                                 Cr. 

Increases 

Decreases 

+ 

— 

or 

or 

Debit 

Credit 

Liability 
Dr.                              Cr. 

Decreases 

or 
Debit 

Increases 

+ 

or 

Credit 

Capital 

Dr.                               Cr. 

+ 

Decreases 

Increases 

— 

+ 

or 

or 

Debit 

Credit 

The  left  side  of  any  account  is  called  debit  (Dr.) ;  the  right  side  is  called 
credit  (Cr.). 

If  you  work  through  the  following  example,  you  will  discover  how 
convenient  the  account  form  is. 


Narrative 

Analysis 

Account 

Nov.  1. 

Tom  Davis  invested  $1,000 

He  bought  for  cash 
$300  goods  and  a 
$500  truck 

He  sold  the  goods  for 
$500  cash  and  made  a 
profit  of  $200 

debit  cash 
credit  Capital 

debit  Mdse. 
credit  Cash 
debit  Truck 
credit  Cash 

debit  Cash 
credit  Mdse. 
credit  Capital 

Cash 

2. 

1,0001         300 
500 1         500 

Capital 

1      1,000 
1         200 

Mdse. 

3. 

300|         300 
Truck 

500 

In  all  of  these  transactions,  there  is  an  equal  credit  for  every  debit. 
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To  prove  that  the  sum  of  all  the  debits  equals  the  sum  of  all  the  credits^ 
the  accounts  may  be  listed  in  a  form  called  a  Trial  Balance : 


Trial  Balance 

November  3,  19 — 


Accounts 


Cash.... 
Capital 
Goods.. 
Truck.. 


Dr. 


700 
500 


1,200 


Cr. 


1,200 


1,200 


From  this  Trial  Balance  a  Balance  Sheet  may  be  prepared : 


TOM  DAVIS,  Merchant 
Balance  Sheet 

November  3,  19— 


Assets 

Capital 

Cash 

700 
500 

00 
00 

Tom  Davis — 

Investment 

1,000 
200 

Truck 

00 

Profit 

00 

1,200 

00 

1,200 

00 

SUMMARY 

A  record  of  all  the  changes  in  the  assets,  liabilities  and  capital  is  kept  in  accounts. 

An  account  is  a  group  of  transactions  relating  to  an  asset,  liability  or  to  capital. 

Debit  refers  to  the  left  side  of  an  account  form. 

Credit  refers  to  the  right  side  of  an  account  form. 

The  ledger  is  a  book  in  which  is  kept  all  the  accounts  of  one  business. 

A  Trial  Balance  is  a  Ust  of  all  balances  in  the  ledger. 

The  sum  of  all  debit  balances  must  equal  the  sum  of  the  credit  balances. 


Oral  Questions 

1.  Name  five  assets  used  in  the  home. 

2.  Name  one  liability  which  may  occur  in  owning  a  home, 

3.  What  is  an  account? 

4.  What  is  a  T  account? 

5.  When  are  T  accounts  used? 

6.  On  which  side  of  the  Cash  Account  is  an  increase  recorded? 

7.  On  which  side  of  a  Liability  Account  is  an  increase  recorded? 

8.  What  is  the  meaning  of  debit? 
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9.  What  term  means  the  opposite  of  debit? 

10.  What  information  is  recorded  in  each  column  of  a  cash  account? 

11.  What  is  a  ledger? 

12.  How  many  accounts  may  there  be  in  a  ledger? 

13.  What  is  a  trial  balance? 

14.  What  does  the  word  trial,  in  trial  balance,  mean?     What  is  the  meaning  of 

balance? 

15.  By  what  means  may  a  bookkeeper  show  that  his  ledger  balances? 

16.  The  balance  in  your  Cash  Account  is  $17.50.     How  could  you  prove  that 

this  is  correct? 

17.  W^hen  are  the  debits  greater  than  the  credits  in  the  ledger? 

18.  Why  are  goods  sold  on  account  debited  to  the  customers? 

19.  Why  are  goods  bought  on  account  credited  to  the  creditors? 

Problems 

Note. — Analyze  each  entry  to  determine  whether  it  increases  or  decreases  the 
assets,  liabilities  or  capital.  Rule  up  T  accounts  and  record  the  debits  and 
credits  together  with  their  proper  dates  or  numbers.  Transactions  are  on  account 
unless  otherwise  stated. 

1.  (a)  Robert  Monal  had  a  cash  balance  of  $4,500.     (b)  He  bought  goods  for 

$200  cash,  (c)  He  sold  for  $150  cash,  goods  costing  $100.  (d)  He  sold 
goods  costing  $50  to  J.  Fore  for  $75  cash,  (e)  He  bought  goods  worth 
$700  fram^  James  Alien  for  cash,  (f )  He  sold  for  $600  cash  goods  costing 
$500. 

Take  a  Trial  Balance. 

2.  Continue  No.   1  and  use  the  same  ledger  accounts:   (g)  He  invested  cash, 

$500,  additional,     (h)  He  bought  from  James  Allen  $1,000  worth  of  goods, 
(i)  He  sold  J.  Fore  goods  costing  $250  for  cash,  $300.      (j )  Cash  sales,  $500 
(cost,  $400).      (k)  Paid  James  Allen  $1,000  cash.     (1)  Sold  J.  Fore  goods 
costing  $500  for  $700  cash. 
Take  a  Trial  Balance. 

Rule  up  in  full  the  cash  account  and  show  it  properly  closed, 
(i)  How  much  profit  has  been  made? 
(ii)  How  much  has  been  invested? 
(iii)  How  much  merchandise  has  been  bought? 

3.  John  Seabright,  whose  cash  balance  is  $2,300  and  whose  stock  of  goods 

amounts  to  $1,200,  does  the  following  business:  (a)  Bought  goods  from 
Crozier  &  Co.  for  $1,200.  (b)  Sold  R.  Bush  goods,  $700  (cost,  $550). 
(c)  Bought  goods  from  Jas.  Allen  for  $1,000.  (d)  Bought  goods,  $200  cash, 
(e)  Sold  Chas.  Bradley  goods,  $500  (cost,  $600),  on  account.  These  goods 
were  out  of  style,  (f)  Jas.  Fore  paid  $250  cash  for  his  purchase  to-day. 
The  cost  of  these  goods  was  $200.  (g)  Sold  J.  Fore  goods,  $300  (cost, 
$200 ) .  (h )  Sold  Chas.  Bradley  $200  worth  of  goods  at  cost,  (i )  Returned 
to  Jas.  Allen  $100  worth  of  goods  which  he  accepted.  Paid  cash  in 
settlement  of  his  account,     (j)  Paid  expenses  in  full,  $100  cash. 

(i)  Take  a  trial  balance. 

(ii)  Make  up  a  balance  sheet. 
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4.  Rule  up  in  complete  form  the  cash  accounts  for  Questions  1,  2  and  3,  and 

show  them  properly  balanced. 

5.  James  Miller  conducts  a  retail  music  store  and  he  engages  you  to  open  and 

operate  a  ledger  for  him  for  the  month  of  November.     Sales  are  made  at 
a  50%  markup  on  cost. 

Nov.  1.  Enter  Mr.  Miller's  cash  balance,  $3,000.  Paid  the  month's 
rent,  $70.  Purchased  music  for  cash,  $930,  from  Hays  &  Co. 
Purchased  a  cash  register  for  cash,  $80.  Purchased  show  cases, 
lights  and  decorations,  $90  cash.  Purchased  ledger,  twine, 
elastic  bands,  etc.,  $14.25  cash. 

2.     Purchased  music  for  cash,  $929,  from  Lyon  &  Co. 

6.     Paid   D.   Potter  for  clerking  in  store,   $5   cash.     Cash  sales, 
$628.50  for  the  week. 

10.     Purchased  church  music  for  cash,  $853.90,  from  Healey  &  Co. 

12.     Paid  D.  Potter  for  clerking  in  store,  $6  cash. 

14.  Cash  sales  for  week,  $819.60. 

15.  Sold  music  to  Mrs.  Grant,  $8.25;  also  to  Mrs.  Rhodes,  $4.17; 
Mrs.  White,  $3.30;  Mrs.  Edgeley,  $5.70;  Mrs.  Jeffrey,  $4.20; 
and  Mrs.  Fish,  $1.20.     These  are  all  cash  sales. 

16.  Purchased  music  from  Morley  &  Son,  $275.60.  Purchased 
music  from  Mann  &  Co.,  $315.  Purchased  music  from  Mc- 
Millan &  Healey,  $150.  Purchased  music  from  Mumford  & 
Forte,  $225.  This  music  was  received  to-day  and  found  to 
check  with  the  invoices. 

19.  Some  of  the  music  purchased  was  damaged  and  was  returned 
as  follows:  To  Morley  &  Son,  $25.60,  Credit  Slip  No.  72;  to 
McMillan  &  Healey,  $50,  Credit  Slip  No.  73.  These  credit  slips 
have  been  received. 

20.  Cash  sales  for  the  week,  $790.80.  Paid  D.  Potter  for  clerking, 
$10. 

22.  Paid  electric  light  bill,  $22  cash. 

23.  Purchased  special  Christmas  music  for  cash  from  Lionel  Smith 
&  Co.,  $725. 

24.  Paid  phone  bill,  $9.60,  in  cash. 

25.  Mr.  Miller  withdrew  $50  cash  for  his  own  use, 

27.  Paid  D.  Potter  for  clerking,  $10  cash.  Cash  sales  for  the 
week,  $810.30. 

28-30.  Mr.  Miller  was  out  of  town  on  business.  The  cash  sales  for 
the  three  days  amount  to  $426.60. 

(i)  Take  a  trial  balance, 
(ii)  Compute  the  value  of  the  goods  still  on  hand,  Nov.  30th.     Compile  a 

Balance  Sheet, 
(iii)  Compile  a  Trading  and  Profit  and  Loss  Statement. 
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6.  Write  up  the  narrative  for  the  entries  appearing  in  this  ledger. 


James  Hill,  Capital 


6 

25.00 

1 

4,000.00 

8 

50.00 

4 

100.00 

5 

100.00 

6 

30.00 

2 

1,000.00 

4 

100.00 

2 

1,500.00 

4 

200.00 

11 

50.00 

5 

300.00 

16 

1,200.00 

6 

50.00 

8 

50.00 

F.  Albans 


300.00 


11 
12 
17 


G.  Baker 


400.00 


10 


H.  Clark 


80.00 


50.00 
125.00 
125.00 


400.00 


16 


16 
18 


Cash 


1 

4,000.00 

2 

1,000.00 

10 

400.00 

5 

700.00 

12 

125.00 

6 

25.00 

17 

125.00 

9 

100.00 

16 

600.00 

16 

2,000.00 

Bank 


2,000  00 


18 


Blume  &  Go. 


600.00 
600.00 


16 


600.00 


1.200.00 


Alexander  &  Son 


100.00 
700.00 


General  Expense 


1,500.00 


100.00 


8. 


From  the  following  data  compile  a  Balance  Sheet  and  Trading  and  Profit  and 
Loss  Statements:  M.  R.  Bell,  Capital,  $4,841.75;  Cash,  $1,450;  Inventory, 
83,575;  Supplies,  $60;  R.  Sanderson  Dr.,  $32.50;  Rent,  $225;  Sales, 
$1,885.75;  Purchases,  $1,225;  Salaries,  $160.  Inventories  end  of  March, 
$4,000;  Supplies  on  hand,  $41.50;  Rent  paid  in  advance,  $100.  Use  the 
current  year. 

From  the  following  items,  set  up  a  "T"  Ledger  and  take  a  Trial  Balance 
James  Donald,  Capital,  $140  and  $3,500;  Cash,  $5,280.15  and  $4,120.12 
Goods,  $8,213.18  and  $5,040.07;  General  Expense,  $150;  Furniture,  $340 
Notes  Receivable,  $2,252.59  and  $1,144.40;  Notes  Payable,  $1,010.20  and 
$2,219.74;  George  Powell,  $1,021.18  and  $3,214.38;  Lee  Griffith,  $2,874.60 
and  $2,043.19.     Do  not  attempt  the  Statements. 


CHAPTER  VI 

TRADING  ACCOUNTS 

Word  Study:  Trading,  record,  inventory,  purchases,  purchases  returned, 
sales,  sales  returned,  freight-in,  cartage,  credit,  n/SO,  promissory  notes,  notes 
receivable,  notes  payable. 

Trading  means  buying  and  selling  and  in  business  a  record  "must  be 
kept  of: 

1.  The  goods  on  hand  at  the  beginning Merchandise  Inventory 

2.  The  goods  purchased  for  resale Purchases 

3.  The  goods  purchased  but  returned  because  of 

some  defect  or  other  reason Purchase  Returns 

4.  The  freight  or  cartage  on  the  goods  purchased Freight-in 

5.  The  goods  sold Sales 

6.  Goods  sold  but  returned  because  of  some  defect 

or  other  reason Sales  Returns 

You  have  learned  that  the  Goods  Account  is  suited  to  a  very  small 
business  but,  when  the  amount  of  business  is  large,  merchants  use  three 
groups  of  accounts  to  record  their  trading  activities.  These  groups  of 
accounts  and  their  use  may  be  explained  as  follows : 

Group  I.  Purchases,  Freight-in  and  Purchase  Returns  and  Allowances 

Purchases 


Debit  this  account  for  the  invoice  price  of 

goods  received  because  the  asset  has  been 

increased. 

An  order  for  goods  is  not  a  purchase. 


+  A 


Credit 
none 


Freight-in 


Debit  this  account  for  the  freight  bill  cost  of 
the  freight  on  the  goods  received. 
The  Freight-in  increases  the  cost  of  the  asset 
which  is  to  be  sold. 


+  A 


Credit 
none 


Purchase  Returns  and  Allowances 


Debit 
none 


Credit  this  account  for  the  credit  note  value 

of    goods    which    we    returned    and    for    all 

allowances  on  defective  goods,  short  weight, 

etc. 

The  returns  and  allowances  lessen  the  cost  of 

the  purchases. 

-  A 
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Group  II.  Merchandise  Inventory 

Merchandise  Inventory  Account 
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Debit  this  account  for  the  total  amount  of 
merchandise  on  hand  at  the  beginning. 


Credit 
none 


Group  III.  Sales  and  Sales  Returns  and  Allowances 

Sales 


Debit 
none 


Credit  this  account  with  total  of  all  cash  and 
credit  sales  as  shown  by  the  Sales  Invoices. 
The  Capital  is  increased. 


+  C 


Sales  Returns  and  Allowances 


Debit  this  account  with  the  debit  slip  amount 
of  goods  actually  returned  by  customers  and 
the  allowances  made  to  them  to  prevent  other 
goods  being  returned. 


-  C 


Credit 
none 


TRANSACTIONS 


Narrative 

Analysis 

Accounts 

1 

John   Stedman   had   on 
hand  July  1st  gas  and 
oil  worth  $185 

debit  Merchandise  Inventory  $185 
credit  Capital  $185 
The  Inventory  is  an  asset  and  is  part 
of  the  Capital 

Mdse.  Inventory 
185—  1 

Capital 

1       185— 

2 

Purchased  goods,   $500 
for  cash 

debit  Purchases 

credit  Cash 

Assets  have  been  increased. 

Cash  has  been  decreased. 

Purchases 

500—  1 
Cash 

1       500— 

3 

Paid   freight   on   goods, 
$25  cash 

debit  Freight-in 
credit  Cash 

The  Asset  Purchases  will  be  increased 
when  the  Freight  is  added  to  them. 
Cash  is  decreased. 

Freight-in 

25-  1 
Cash 

1         25— 

4 

Goods  bought  for  cash 
were     defective     and 
were  returned.  A  cash 
refund  was  received. 

debit  Cash 

credit  Purchases  Returns 
Asset  Cash  was  increased. 
Asset  Purchases  was  decreased. 

Purchases  Returned 

1         25— 

Cash 

25—  1 

5 

Sold     goods     for    $150 
cash. 

debit  Cash 

credit  Sales 

Asset  Cash  was  increased. 

Asset  Purchases  was  decreased. 

Capital  was  increased  by  the  amount 

of  the  profit. 
Or  Sales  Account  was  increased. 

Sales 

1       150— 
Cash 

150—  1 
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TRANSACTIONS  (Continued) 


Narrative 

Analysis 

Accounts 

6 

Customers     returned 
goods,  $50  unsuitable. 
Cash  was  refunded. 

debit  Sales  Returns 

credit  Cash 

Capital — Sales  Returns — was  de- 
creased and  Asset  Cash  was 
decreased. 

Sales  Returns 

50—  1 
Cash 

1        50— 

In  all  these  transactions  there  is  an  equal  credit  for  every  debit.  The 
words  debit  and  credit  may  be  adjectives,  nouns  or  verbs.  In  analyzing 
any  transaction,  the  reason  for  each  debit  and  each  credit  should  be 
stated  always. 

Credit  Transactions — Purchases 

A  credit  transaction  occurs  when  cash  need  not  be  paid  at  the  time  of 
purchase,  such  as  when  goods  are  bought  on  "thirty  days'  time." 


Bought  from  Lvman  &  Co. 
$1,000  of  goods' on  30 
days'  credit 


debit  Purchases 
credit  Lyman  &  Co. 


Purchases 


1,000—     I 

Lyman  &  Co. 


1,000- 


The  asset  Purchases  is  increased  by  $1,000  and  the  liability  to  Lyman  & 
Co.  is  increased  by  $1,000. 


Paid  Lyman  &  Co.  $1,000 
cash 


debit  Lyman  &  Co. 
credit  Cash 


Lvman  &  Co. 


1,000—     I 


Cash 


1,000- 


The  liability  to  Lyman  &  Co.  is  decreased  and  therefore  debited  and  the 
asset  Cash  is  decreased  and  is  therefore  credited  $1,000. 

A  purchase  may  be  partly  a  cash  and  partly  a  credit  transaction  as: 
Bought  from  Lyman  &  Co.  an  invoice  of  goods,  $1,500,  terms  one-half 
cash,  remainder  n/30. 


Cash 


Lyman  &  Co. 


Purchases 


750— 


750—  1,500— 


1,500— 
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Credit  Transactions — Sales 

Sold  to  W.  J.  Effington 
goods,  $235,  n/30 


debit  Effington 
credit  Sales 


W.  J.  Effington 
235—     I 


Sales 


I  235— 

The  asset — claim  against  Effington  is  increased  and  the  Sales  Account 
is  credited  because  of  the  increase  in  sales. 

The  claim  against  Effington  is  an  asset  and  his  account  is  debited  while 
the  sale,  being  a  decrease  in  the  asset  Purchases  to  the  value  of  the  cost  of 
the  goods  and  an  increase  in  Capital  to  the  value  of  the  profit,  is  credited 
to  the  Sales  account. 

It  would  be  too  expensive  and  too  slow  to  calculate  the  profit  on  each 
sale,  so  profits  are  worked  out  only  at  the  end  of  the  period  which  is 
usually  a  year. 

Selling  Price  Analyzed 


Net  Profit 14% 


Expenses. 


31% 


/o 


Cost  of  the  Goods 55% 


Selling  Price 100% 

The  selling  price  of  an  article  which  is  analyzed 
above  is  made  up  of  three  items. 
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Promissory  Notes  and  Drafts 

Promissory  notes  and  drafts  are  used  in  deferred  payment.  When  such 
notes  and  drafts  are  completed,  they  are  agreements  to  pay  money.  If 
some  person  agrees  in  a  note  to  pay  us  money,  such  a  note  is  a  Notes 
Receivable  for  us  because  we  expect  to  receive  money  and  a  Notes  Payable 
for  the  party  who  will  pay  it.  Notes  Receivable  are  assets  because  we 
have  a  claim  against  a  customer  and  Notes  Payable  are  liabilities  because 
a  creditor  has  a  claim  against  us. 


We  sold  goods  to 
R.  Beale,  $500  and 
received  his  note 


After  33  days  Beale 
pays  his  note  in 
cash 


We  bought  goods  from 
Kingston  &  Co.  for  $750 
and  gave  our  note  in 
payment 


The  note  was  paid  on 
the  63rd  day  in  cash 


Notes  Receivable 

debit  Beale 
credit  Sales 
Asset — claim  against 

R.  Beale — is  increased 
Sales  are  increased 
debit  Notes  Receivable 
credit  Beale 
Asset — Notes  Receivable 

is  increased 
Asset — claim  against 

R.  Beale  is  decreased 

Cash  Dr. 

Notes  Receivable  Cr. 
Asset — Cash  is  increased 
Asset — Notes  Receivable 
is  decreased 

Notes  Payable 

Purchases  Dr. 
Kingston  &  Co.  Cr. 
Asset — Purchases  is 

increased 
Liability — debt  to 

Kingston  &  Co.  is 

increased 
Kingston  &  Co.  Dr. 
Notes  Payable  Cr. 
Liability — claim  against 

Kingston  &  Co.  is 

decreased 
Liability — Notes  Payable  is 

increased 

Notes  Payable  Dr. 

Cash  Cr. 

Liability — Notes  Payable 

is  decreased 
Asset — Cash  is  decreased 


R.  Beale 


500— 

1 
Sales 

500— 

1 

500— 

Notes 

Receivable 

500—     I  500— 


Cash 
500—     I 


Purchases 
750—     I 

Kingston  &  Co. 


750—     I 


750- 


Notes  Payable 
750—     I  750= 

Cash 

i  750= 


Personal  Accounts 

The  following  illustrations  show  how  the  personal  accounts  are  affected 
by  notes  receivable,  notes  payable,  goods  returned  and  payments. 

PERSONAL  ACCOUNTS— CUSTOMERS 


They  owe  us 
+  A 

They  paid  us 
They  returned  goods 
They  gave  us  a  note 
—  A 
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PERSONAL  ACCOUNTS— CREDITORS 
We  owe  them 

+  L 
NOTES  RECEIVABLE 


We  paid  them 
We  returned  goods 
We  gave  them  a  note 
-  L 


A  customer  gave  us  a  note 
+  A 


The  note  was  paid 
-  A 


NOTES  PAYABLE 


We  paid  our  note 
-  L 


We  gave  our  note 
+  L 


SUMMARY 

Trading  is  buying  and  selling  merchandise. 

If  goods  are  unsatisfactory,  they  may  be  returned. 

Purchases  may  be  on  account,  for  cash,  or  against  a  note. 

Sales  may  be  made  on  account,  for  cash,  or  against  a  note. 

Notes  we  hold  are  Notes  Receivable,  while  notes  we  have  signed  and  given  to 
other  people  are  Notes  Payable. 

Merchandise  we  have  on  hand  and  unsold  at  the  end  of  a  period  is  called 
Merchandise  Inventory. 

Oral  Questions 

1.  What  is  the  bookkeeping  name  for  the  left  side  of  any  account? 

2.  What  is  the  meaning  of  the  term  "credit"? 

3.  On  which  side  of  an  account  are  the  increases  in  an  asset  recorded? 

4.  Do  we  show  increases  or  decreases  on  the  credit  side  of  a  liability  account? 

5.  On  which  side  of  the  capital  account  is  a  profit  shown? 

6.  What  is  the  purpose  of  a  trial  balance? 

7.  Why  are  transactions  analyzed?  ' 

8.  What  is  an  account? 

9.  How  many  accounts  are  there? 

10.  Why  are  there  two  sides  to  an  account? 

11.  Why  are  accounts  used  instead  of  making  a  balance  sheet  after  each  trans- 

action? 

12.  Change  these  expressions  into  bookkeeping  language:  (a)  Put  S12.40  on  the 

left  side  of  the  Cash  Account,  (b)  The  next  item  should  be  on  the  right 
side,  (c )  The  right  side  of  a  liability  account  is  usually  the  larger,  (d )  The 
difference  between  the  right  side  and  the  left  side  of  an  Asset  Account. 
(e)  Charge  the  bill  to  my  father. 

13.  On  which  side  of  each  of  the  following  accounts  is  the  first  entry  usually  made: 

Capital,  Cash,  Real  Estate,  Bank,  B.  Simms? 

14.  When  do  we  make  a  debit  entry? 
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15.  Suggest  the  narrative  for  the  following  ledger  entries  which  record  business 
dealings  for  November. 

Cash 


PURCl 

Nov.  1 
5 
6 

2,000.00      Nov.  2 
250.00 
100.00 

Bank 

1,800.00 

les 

Nov.  2 

iASES 

1,800.00     Nov.  3 

500.00 
Sa 

Nov.  3 

500.00 

Joseph  Dennis 

Nov.  4 
5 

200.00 
250.00 

Nov.  4 

200.00     Nov.  6 
Andrew  Decker,  Capital 

100.00 

Nov.  1 

2,000.00 

16.  Explain:  "The  way  a  business  transaction  affects  the  A.  L.  and  C,  determines 

where  it  is  entered  in  the  ledger." 

17.  Is  the  ledger  in  Question  15  in  balance? 

Problems 

Set  up  a  T  account  ledger  for  each  of  the  following  problems.     Analyze  each 
entry  and  then  record  it. 

1.  J.   C.   Dickson,  butcher,   has  cash,   $390;  meats,   $420;  equipment,   $480. 

Show  these  items  in  T  accounts. 

2.  Continuing  Question  No.   1,  enter  the  following  events:  Purchased  more 

meat,  $72.83,  for  cash.  Paid  $10  in  cash  for  telephone  service.  J.  C.  Dick- 
son took  for  private  use  $3.95  cash.  Cash  sales  for  a  week,  $148.75.  Take 
a  trial  balance. 

3.  J.  M.  Dodd  opened  a  small  grocery  store,  investing:  Cash,  $239.80;  groceries, 

$523.68;  store  equipment,  $629.30. 

Open  a  T-account  ledger  and  continue: 
May  2.     Cash  sales,  $90. 

3.  Delivery  service  paid  for  in  cash,  $10. 

4.  Cash  sales,  $150. 

5.  Cash  sales,  $78. 

6.  Cash  purchase  of  groceries,  $92. 

7.  Clerk's  wages  paid  in  cash,  $30. 
Take  a  trial  balance. 

4.  On  November  1st  Wm.  Dow  opened  a  small  retail  hardware  business  by 

investing  $5,000  cash.     He  paid  the  rent  of  the  store  in  advance, 
Nov.    2.     Bought  a  supply  of  hardware,  $2,770,  cash. 

3.  Bought  stationery  for  cash,  $12. 

4.  Installed  fixtures  costing  $750,  cash. 

5.  Bought  supplies  of  paper,  twine,  stickers,  $9,  cash. 
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Nov.    6.     Gave  cash  donation  of  $15  to  Fresh  Air  Fund. 

8.  Bought  a  special  lot  of  cutlery,  $250,  cash. 

9.  Paid  $7  for  advertising,  $100  for  wages,  cash. 

15.     All  goods  were  sold  for  cash  and  at  a  profit  of  30%  on  cost. 
Open  the  necessary  accounts  and  enter  the  above  transactions. 
Take  ofT  a  trial  balance. 

Inventory  of  supplies  shows:  stationery,  $8;  paper,  $6. 
The  shelving  and  fixtures  are  as  good  as  new.     Rent  for  the  half-month 
was  used. 

Prepare  a  Balance  Sheet,  and  a  Trading  and  Profit  and  Loss  Statement. 

Fill  in  suitable  explanations  opposite  each  account  and  under  both  debit  and 
credit. 


No. 

Accounts 

Debit 

Credit 

1. 

Thos.  Hanson,  Capital 

Losses  and  withdrawals 

Gains  and  investments 

2. 

Cash 

3. 

Bank 

4. 

Mdse.  Purchases 

5. 

Mdse.  Inventory 

6. 

Mdse.  Sales 

7. 

W.  James  (Customer) 

8. 

Smith  &  Coombs  (Creditor) 

9. 

Bills  Receivable 

10. 

Bills  Payable 

11. 

Truck 

12. 

Office  Furniture 

13. 

Building 

14. 

Lot 

15. 

Insurance 

16. 

Fuel 

17. 

Supplies 

18. 

Salaries 

19. 

Rent 

20. 

Wages 

21. 

22. 

23. 

24. 
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6.  Rule  a  three-column  form  similar  to  the  illustration  on  page  39  and  enter 

these  representative  trading  transactions:  (a)  Purchased  goods  for  cash, 
$250.  Paid  freight  on  these  goods,  $11.50.  Returned  to  Crewson  &  Son, 
goods  costing  $20  and  received  their  credit  note.  Purchased  goods  invoiced 
at  $300,  terms:  n/30,  from  Tolmie  &  Son.  Accepted  Tolmie's  30-day  draft, 
face,  $300.  (b)  Sold  goods  for  cash,  $200.  Sold  goods  to  J.  R.  Waller  on 
account,  $150.  Mr.  Waller  sent  us  his  20-day  note  for  $150.  Goods  sold 
for  cash,  $8,  were  returned  and  a  cash  refund  was  made.  Sold  G.  Warme, 
goods  on  account,  $72.  Mr.  Warme  returned  goods  valued  at  $2  and  we 
gave  him  a  credit  note.     Mr.  Waller  paid  his  note  which  we  returned  to  him. 

7.  Enter  the  following  representative  transactions  in  a  fully  ruled  ledger: 

May    1.  John  Collins  realized  he  must  keep  at  least  a  ledger  record  of  his 
business  transactions.     He  discovered  he  has  cash,  $1,100,  and 
goods  on  hand  ready  for  sale,  $400. 
2.  Bought  of  Dover  Company,  goods  invoiced  for  $350,  terms:  n/30. 

5.  Paid  in  cash,  freight  on  the  Dover  purchase,  $11. 

6.  Purchased  as  follows:  French  &  Company,  $471.60,  on  account; 
Green  &  Son,  $380.50,  terms:  n/30;  Henderson  &  Kenny,  $260, 
terms:  10-day  draft. 

7.  Sales  to-day:  Ickles  &  Company,  $290,  terms:  n/30;  Johns  &  Son, 
$250,  on  account;  King  &  Lyons,  $410,  30-day  note  received;  cash 
sales,  $850. 

8.  Returned  the  following  goods  as  unsatisfactory:  To  French  &  Co., 
$71.60;  To  Green  &  Son,  $40.50.  Credit  notes  were  received. 
Paid  French  &  Co.  $400  cash.  Accepted  Henderson  &  Kenny's 
10-day  draft,  dated  May  6th. 

9.  Received  from  Johns  &  Son,  goods  valued  at  $25  which  were 
returned  for  credit,  also  their  cheque  to  balance  their  account. 

Take  a  Trial  Balance,  then  continue. 

May  11.  Paid  Dover  Company  in  full.     Paid  freight  on  Green  &  Son's 
invoice,  $14. 
12.  Received  from  Ickles  &  Co.  their  cheque  for  $50  and  their  20-day 
note  for  the  balance. 

14.  Purchased  from  Harley  Sim  &  Co.,  merchandise  for  $750;  issued 
our  30-day  note  in  payment. 

15.  Cash  sales  for  the  past  three  days,  $650.     Paid  our  acceptance 
favour  Henderson  &  Kenny. 

17.  Sent  Green  &  Son  cash  to  balance  their  account. 

18.  Cash  purchases  of  goods  to  date,  $700.     Paid  in  cash:  Salaries, 
$80;  Telephone,  $20;  office  supplies,  $15.50. 

Take  a  Trial  Balance.     Do  not  make  out  the  statements 


CHAPTER  VII 

THE  JOURNAL 

Word  Study:  Journal,  ledger,  transaction,  general  journal,  opening, 
routine,  reference,  posted,  trial  balance,  statements,  accuracy,  journalizing, 
folio,  narrative. 

In  Chapter  V  transactions  were  analyzed  and  entered  directly  into 
the  ledger  and  this  method  of  bookkeeping  is  quite  common  in  very  small 
businesses.  However,  where  there  are  many  accounts  and  many  entries, 
a  more  systematic  way  is  recommended  by  our  court  judges  and  accoun- 
tants whereby  an  error,  if  made,  would  be  more  easily  found  because  every 
transaction  is  recorded  day  by  day  and  with  a  complete  description  of  the 
transaction.  The  ledger  is  an  unsatisfactory  place  to  explain  a  transaction 
because  of  the  small  space  available.  To  overcome  these  difficulties  and 
to  profit  by  expert  advice  and  experience,  entries  should  be  analyzed  and 
recorded  as  they  occur,  day  by  day.  The  book  designed  to  accommodate 
these  entries  is  called  a  General  Journal. 

An  example  will  show  how  General  Journal  entries  may  be  made. 


NARRATIVE 
May  2.  IP- 


Frank  E^gar  began  a  small  confectionery 
business.  He  had  cash,  $1,200  and  goods, 
$300. 


May  2.  Paid  $120  rent. 


May  3.  Bought    showcases    and     fixtures 
$100. 


May  4.  Bought  goods,  $300. 


May  4.  Sold  goods  for  $475. 


May  5.  Sold  to  C.  Edison  on  account  $350 
goods. 


May  6.  Bought  of  Robt.  Elkin  &   Co.  on 
a/c  goods,  $500. 


May  9,  Received    cash    from    C.    Edison, 
$350. 


t-5^ i,      ^_ 


1^^-^^,rf^yC-- 


^-t.^-yz^ 


P?r- 
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The  first  entry  is  called  the  opening  entry,  while  the  other  entries  are 
called  routine  entries.  Two  other  kinds  of  entries  will  be  dealt  with  later. 
The  opening  entry  should  always  be  entered  in  the  General  Journal  so 
that  full  explanation  may  be  made. 

Posting 

The  Journal  receives  the  first  entry  of  a  transaction  and  is  a  book  of 
original  entry.  All  these  entries  are  transferred  to  the  accounts  in  the 
ledger  by  a  process  called  posting. 


Frank  Edgar,  Capital 


19— 
May 

2 

Investment 


1,500 


Cash 


IP- 
May 


19— 

T 

1 

1,200 

— 

May 

2 

1 

1 

475 

— 

3 

J 

1 

350 

— 

4 

T 

1 

120 

I 

1 

100 

J 

1 

300 

Merchandise  Inventory 

3 

IP- 
May 

2 

J 

1 

300 

— 

Rent 

4 

19— 
May 

2 

J 

1 

120 

— 

Furniture  and  Fixtures 

5 

IP- 
May 

3 

J 

1 

100 

— 

Purchases 

6 

IP- 

May 

4 
6 

J 
J 

1 

1 

300 
500 

— 
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7 


19— 

May 


J 


1 

350 

— 

IP- 
May 

9 

350 


Sales 

8 

19— 

May 

4 

5 

J 
J 

1 
1 

475 
350 

— 

Robert  Elkin  &  Co. 


IP- 
May 

6 

500 


The  number  of  the  ledger  account  placed  in  the  folio  column  of  the 
General  Journal  affords  a  posting  reference  while  the  page  number  of  the 
General  Journal  should  be  placed  in  the  folio  column  of  each  ledger 
account  to  indicate  that  the  entry  has  been  posted  or  carried  to  the  ledger. 

Each  journal  entry  has  four  essential  parts:  (a)  debit,  (b)  credit, 
(c)  date,  (d)  explanation.  The  trial  balance  and  statements  are  similar 
to  those  used  in  Chapter  V. 

Accuracy 

Your  work  must  be  accurate.  To  aid  in  avoiding  errors,  you  should 
make  clear  figures,  write  plainly  and  neatly  and  check  all  number  work 
immediately.  Your  trial  balance  will  indicate  your  skill  in  posting  a 
debit  for  every  credit  but  it  will  not  show  that  you  have  posted  the  credit 
in  the  correct  account  or  the  debit  in  the  correct  account. 

If  your  trial  balance  totals  do  not  agree,  you  should  have  some  method 
for  finding  the  error. 

Method  of  Locating  the  Errors 

1.  Re-check  your  trial  balance  additions. 

2.  Re-check  the  totals  or  balances  entered. 

You  may  have  omitted  one  or  copied  in  a  wrong  amount. 

3.  Check  all  debits  for  entry  in  the  debit  column  and  likewise  the  credits. 

4.  Re-check  additions  and  subtractions  in  the  ledger. 

5.  If  the  difference  between  the  debit  and  credit  balance  is  1,  11,  10, 
101,  111,  etc.,  the  mistake  is  probably  one  of  addition  or  subtraction. 

6.  If  the  difference  is  exactly  divisible  by  9,  the  mistake  is  probably  one 
of  transposition  as  82—28=54;  54-j-9=6,  which  is  the  difference 
between  the  8  and  the  2  in  82. 
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7.  If  the  difference  is  an  even  number,  look  for  (a)  half  the  amount 
(434-^2=217)  which  amount  has  either  been  entered  on  the  debit 
instead  of  the  credit  or  vice  versa  or  (b)  the  amount  434  has  been 
omitted  entirely. 

8.  If  none  of  these  tests  disclose  the  error,  re-post  all  your  entries. 

Corrections 

It  is  important  to  note  that  Courts  of  Justice  pay  particular  attention 
to  erasures  and  corrections  in  the  Journals,  going  so  far  as  to  refuse  to 
accept  as  evidence  those  records  containing  frequent  erasures  and 
corrections. 

Erasures  should  not  be  made,  but  errors  should  be  carefully  cancelled 
by  lines  through  the  defective  part.  By  leaving  legible  the  corrected 
mistake,  the  bookkeeper  shows  he  is  honest. 


Nov. 


14 


Chas, 
Cnoh 


Sail 


Elliott 

Mdsf. 
on  account 


D.E.F. 


500 


500 


Corrections  should  be  initialled  by  some  one  in  authority  and  very  carefully 
explained.  Of  course,  a  bookkeeper  who  makes  numerous  corrections 
would  not  be  able  to  hold  his  job. 

Books  of  Accounts 

Recording  the  transactions  in  the  journal  is  called  Journalizing,  which 
means  the  analyzing  of  each  transaction  to  show  how  it  increases  or 
decreases  the  assets,  liabilities  and  capital. 

A  ledger  is  a  bound  or  loose-leaf  book  containing  all  the  accounts  of  a 
business.  It  is  sometimes  called  "the  book  of  final  entry"  and  is  probably 
the  most  important  book  used  in  keeping  records. 

It  contains  all  the  essential  facts  about  the  business  transactions 
which  may  extend  over  a  period  from  one  day  to  fifty  years  or  more. 
Each  account  is  a  record  of  all  the  transactions  affecting  the  specific 
asset,  liability,  or  capital  element  and  the  number  of  accounts  kept  in  a 
ledger  will  depend  on  the  size  of  the  business. 

It  may  be  a  bound  book  or  it  may  consist  of  loose  sheets  or  cards. 
In  the  case  of  loose  sheets  there  is  usually  a  binder  to  fasten  together  the 
sheets  while  a  card  ledger  is  usually  in  a  box,  tray,  or  on  a  wheel.  Each 
page  or  card  in  the  loose-leaf  system  is  usually  used  for  one  account  only, 
and  when  accounts  become  inactive  the  page  or  card  may  be  taken  out 
and  kept  in  a  transfer  binder  until  needed.  When  one  page  becomes 
filled;  another  page  may  be  inserted  easily,  and  any  desired  arrangement 
of  the  loose-leaf  sheets  may  be  made  whereas  a  bound  ledger  is  inflexible. 
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SUMMARY 

Entries  are  made  first  in  a  journal  so  that  completeness  and  accuracy  may 
be  procured. 

Posting  is  the  act  of  putting  all  like  items  in  one  account  in  the  ledger. 

Our  comts  demand  accuracy  and  honesty  and  the  dishonest  bookkeeper  is 
easily  found  out. 

In  correcting  errors,  do  not  blot  out  or  erase  any  part;  be  careful  to  explain 
the  correction. 

Oral  Questions 

1.  What  does  the  word  "journal"  mean?     General  Journal? 

2.  Why  is  a  journal  used?     How  many  money  columns  are  there?     Why? 

3.  How  is  the  debit  shown?     How  is  the  credit  shown? 

4.  Name  two  classes  of  entries.     Which  is  the  more  common? 

5.  What  are  the  four  parts  of  a  journal  entry? 

6.  Why  is  the  explanation  important? 

7.  What  is  posting?     Why  is  posting  done? 

8.  What  is  a  folio  reference?     Why  are  they  important? 

9.  How  is  a  trial  balance  taken? 

10.  What  is  the  advantage  of  making  statements  from  the  trial  balance  instead 

of  from  the  ledger? 

11.  What  does  a  trial  balance  show  that  is  not  shown  in  a  balance  sheet? 

12.  Give  an  example  of  an  opening  entry  using  one  asset. 

13.  Give  an  example  of  an  opening  entry  using  two  or  more  assets. 

14.  Give  an  example  of  an  opening  entry  using  two  or  more  assets  and  two  or 

more  liabilities. 

15.  Give  an  example  of  a  routine  entry  (a)  sale;  (b)  purchase;  (c)  expense. 

16.  Give  Journal  entries  for:  (a)  +  A  +  C.     (b)  +  A  -  A.     (c)  +  A  +  L. 

(d)  —  A  —  L.     (e)  —  A  —  C.     +  means  increase.      —  means  decrease. 

17.  How  is  it  possible  to  tell  which  entries  have  been  posted  to  the  ledger? 

18.  When  may  the  explanation  of  a  journal  entry  be  omitted? 

19.  Why  is  it  important  to  use  the  exact  account  titles  both  in  the  Journal  and 

the  Ledger? 

20.  What  is  the  opinion  of  the  Court  concerning  corrections  in  books  of  accounts? 

21.  What  is  a  business  narrative? 

22.  How  is  the  journal  closed? 

23.  Explain  how  entries  should  be  corrected. 

24.  Explain  how  to  find  the  error  when  the  trial  balance  does  not  balance. 


Oral  Journalizing 

(Reasons  should  be  given  for  each  debit  and  credit.) 

(a)  Fred  Nichols  invested  cash,  $1,000.     (b)  Henry  Smith  invested  cash, 
$2,000;  store  and  lot,  $4,000.     (c)   George  Brown  invested  cash,  $200 
truck,  $300;  goods,  $400.     (d)   Peter  Jones  invested  cash,  $500;  truck 
$600;  goods,  $700;  store  and  lot,  $1,000.     He  owed  Thomas  White  $350 
Morden  King  $450.     (e)  Saul  Allen  invested  cash,  $1,500;  farm,  $3,000;  live 
stock,  $2,500;  machinery,  $900;  grain,  $250.     He  owed  John  Lester  $700 
Henry  Shellington  $500.     (f)  Fanny  Burris  invested  cash,  $500;  stock  of 
hats,  $200;  balance  in  the  bank,  $300.     She  owed  Fashions  Limited  $100. 
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2.  (a)  Bought  goods  for  cash,  $500.     (b)  Bought  goods  from  Long  &  Green  on 

account,  $400.  (c)  Bought  goods,  $500,  from  Shortt  &  Stout.  We 
accepted  their  ten-day  draft  in  payment,  (d)  Bought  goods  from  King  & 
Young,  terms,  half  cash  received  and  balance  on  account,  goods,  $600. 
(e)  Bought  an  invoice  of  goods,  $800,  from  Class  &  Noyes;  terms:  cash,  $200, 
draft  at  30  days,  $250;  balance  on  account,  (f)  Bought  an  office  chair 
worth  $35,  and  paid  cash  for  it. 

3.  (a)  Sold  goods  for  cash,  $212.     (b)  Sold  goods  to  Tom  Lundy  on  account, 

$312.  (c)  Sold  goods,  $41.12,  to  Art  Hall.  He  accepted  our  ten-day 
draft,  (d)  Sold  goods  to  K.  Voaden,  terms:  half  cash,  balance  on  account, 
$112.  (e)  Sold  goods  to  R.  Jolliff  for  $412,  terms:  one-half  cash,  note  for 
$100,  and  balance  on  account,     (f)  Sold  the  old  waste  paper  for  cash,  $15. 

4.  (a)  Paid  wages  in  cash,  $100.     (b)   Paid  for  cleaning,  $10.     (c)   Paid  for 

electricity,  $12.15.  (d)  Paid  for  telephone  service,  $12.  (e)  Paid  for 
stationery,  $25.     (f)  Paid  for  decorating  the  store,  $15. 

5.  (a)  Art  Hall  paid  his  acceptance,  $41.12.     (b)   We  paid  our  acceptance, 

Shortt  &  Stout,  $500.  (c)  We  paid  Long  &  Green,  on  account,  $400. 
(d)  Tom  Lundy  paid  us  on  account,  $312.  (e)  We  deposited  $450  in  the 
bank  (bank  a/c.)     (f)  We  withdrew  $100  from  the  bank  (bank  a/c). 

Problems 

1.  Enter  the  following  transactions  in  a  general  journal  and  post  entries  for  each 
day  before  proceeding  to  the  next : 

Nov.  1,  19 —  J.  H.  Ellis  opened  a  retail  store  selling  washing  machines  and 
other  laundry  equipment.  The  following  accounts  should 
be  used:  Cash,  Notes  Receivable,  C.  Empey,  Merchandise 
Inventory,  Purchases,  Sales,  Furniture  and  Fixtures,  Motor 
Truck,  General  Expense,  Rent,  Salaries,  Notes  Payable, 
Colonial  Apts.,  Easy  Wash  Co.,  Primrose  Machine  Co., 
J.  H.  Ellis,  Capital,  Easson  Laundry  Co. 

Assets:  Cash,  $2,300;  Notes  Receivable,  $500;  C.  Empey 
owes  him  $450;  stock  of  goods,  $3,000;  shelving  and  fixtures, 
$300. 

Liabilities:  Notes  Payable,  $400;  he  owes  Easy  Wash  Co. 
$700. 

2.  Paid  rent  for  the  month,  $120.  -      .         / 

3.  Bought  from  Primrose  Machine  Co.  5  machines  at  $250  each. 
Accepted  their  30-day  draft  in  payment. 

4.  Sold  4  machines  to  Colonial  Apts.,  at  $280.     Terms:  half 
cash,  and  balance  on  their  30-day  draft. 

4;  0  Received  cash  from  Colonial  Apts.,  $560,  and  their  accep- 

tance according  to  agreement. 
7.  Bought  a  truck  from  Evans  &  Essex  for  cash,  $700. 

9.  Bought  stamps  and  stationery,  $20,  cash. 

13.  Bought  gas  for  truck,  10  gallons  @  24  cents,  cash. 

14.  Paid  Easy  Wash  Co.  $350,  on  account. 

15.  Mr.  Ellis  withdrew  cash,  $40. 

16.  Sold  two  machines  @  $170  each  to  Easson  Laundry  Co.,  on 
ten  days'  time. 

Paid  salaries  in  cash  for  two  weeks, 
Take  a  trial  balance. 
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Enter  the  following  transactions  in  your  General  Journal  and  post  each  entry 
before  proceeding  to  the  next. 

Chart  of  Accounts  (six  lines  to  each  account;  accounts  should  be  numbered) 

Cash,  Notes  Receivable  (student  will  supply  other  accounts  as  required), 

Merchandise    Inventory,    Purchases,    Furniture    and    Fixtures,    General 

Expenses,  Rent,  Salaries,  Notes  Payable,  Edward  Brothers,  Capital,  Sales. 

Dec.     1.  John    Evans   opened    a    Blacksmith    and    Machine   Shop.     His 
investment  was: 


Assets:  Cash,  $3,500;  notes  receivable,  $800;  R.  English  owed  him 
$500;  merchandise  inventory,  $1,900;  furniture  and  fixtures,  $400. 

Liabilities:  Notes  payable,  $1,200 ;  he  owed  Edward  Brothers  $900. 

2.  Paid  rent  of  the  shop  for  the  month,  $120. 

5.  Bought  goods  from  R.  T.  Eastbury,  $500,  terms  n/10. 

7.  Sold  ornamental  iron  to  C.  Emslie  for  his  new  house,  $500,  terms: 
15-day  draft  for  $250,  balance  on  a/c.  The  draft  was  duly 
accepted. 

8.  R.  English  remitted  cash  in  settlement  of  his  account. 
10.  K.  Kamin  paid  cash  for  his  $800  note,  due  to-day. 
12.  Bought  stamps  and  stationery,  $15,  cash. 

14.  Remitted  to  R.  T,  Eastbury,  $500,  to  settle  his  invoice  of  the  5th. 

17.  Sundry  cash  sales  of  goods,  $35. 

21.  Sold  goods  to  R.  Emstone,  $740.     He  accepted  our  30-day  draft 

in  settlement. 

25.  Received  cheque  from  C.  Emslie  for  his  draft  due  to-day. 

27.  Remitted  to  Edward  Brothers  our  acceptance  for  $900. 

28.  John  Evans  withdrew  $50,  cash,  for  private  use. 
30.  Paid  salaries  for  the  month,  $120. 

Take  a  trial  balance. 

3.  Journalize  the  following  events,  post  to  a  ledger  and  take  a  trial  balance. 
Post  each  day's  entries  as  they  occur.     Prepare  statements. 


DOUGLAS  DODDS,  Wholesale  Grocer 
Balance  Sheet 

August  31,  19— 


Assets 

Liabilities  and  Capital 

2,000 

5,000 

500 

700 

150 

00 
00 
00 
00 
00 

Everett  &  Co 

1,500 
6,850 

00 

Merchandise  Inventory  at  cost 

Furniture  and  Fixtures 

Capital 
Douglas  Dodds,  Owner 

Truck  

00 

Supplies  

8.350 

00 

8.350 

00 

Sept.     1.  Bought  an  invoice  of  goods,  $325,  from  J.  C.  Cline,  on  account. 
These  goods  have  been  received. 

2.  Sold  James  Fox,  on  account,  goods,  $590,  terms:  2/10,  n/30. 

3.  Bought  of  Judson  &  Co.,  Kingston,  on  account,  $1,734.     These 
goods  have  been  received. 
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Sept.    4.  Sold  John  Smith,  Mt.  Vernon,  on  account,  $740  worth  of  goods. 

6.  Received  James  Fox's  note  at  30  days  for  $450,  on  account. 

7.  Sent  Judson  &  Co.  a-cheque  in  payment  of  bill  of  Sept.  3rd. 

8.  Cash  sales  to  date,  $527.40. 

10.  Accepted  James  Fox's  offer  to  take  back  his  note  and  to  pay  cash. 

11.  Received  John  Smith's  cheque  on  the  Merchants'  Bank  for  $150, 
to  apply  on  account. 

13.  Mr.  Dodds  withdrew  $175,  for  personal  use. 

14.  Bought  of  Everett  &  Co.,  goods,  $483,  on  account.  These  goods 
have  been  received.  Cash  sales  for  the  week,  $569.10.  Paid 
Everett  &  Co.  $1,000.  Paid  expenses,  $200,  cash.  Inventory 
of  goods  at  cost,  $5,600;  furniture,  $500;  truck,  $700. 

4.  Enter  the  following  representative  transactions  in  your  journal,  post  after 
each  day's  entry  to  a  ledger  and  take  a  trial  balance.     Keep  a  bank  account. 

Apr.  1.  Ralph  Hawthorne  continued  business  with  a  bank  balance  of 
$5,000;  stock  of  goods,  $1,200;  store  fixtures,  $300.  (Deposit  all 
cash  daily  and  make  all  payments  by  cheque.) 

2.  Purchased  and  paid  for  goods,  $1,400;  paid  rent  of  store  for  the 
month,  $60;  sold  goods  for  cash,  $1,500. 

3.  Sold  to  D.  Halsey,  on  account,  goods,  $225;  to  D.  Dawson,  on 
account,  $75;  to  L.  Sears,  $135,  on  account. 

4.  Purchased  an  invoice  of  goods  from  Breathour  &  Son,  terms:  s/d 
10  days,  $145.  L.  Sears  returned  $15  of  goods  which  were 
defective. 

5.  Accepted  Breathour  &  Sons'  draft.  Sold  for  cash,  goods,  $85. 
Sold  to  G.  Hill  an  invoice  of  goods,  terms:  one-half  cash,  balance 
n/30,  $240.     Paid  wages,  $100. 

6.  Ralph  Hawthorne  withdrew  $75.     G.  Hill's  cheque  came  to-day. 

8.  Cash  sales,  $380.     D.  Halsey  sent  a  cheque  for  $150. 

9.  Purchased  from  E.  Simpson,  on  account,  goods,  $450. 

10.  Collected  the  balance  of  L.  Sears'  account.     Cash  sales,  $112. 
12.  Sent  Breathour  &  Sons  a  cheque  to  retire  our  draft. 

Rule  off  the  journal  and  take  a  trial  balance. 
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Orangeville,  November  21,  19 — 


72 


10— 

Nov. 


Cash 

Merchandise  Inventory... 

Truck 

Supplies 

George  Brown 

Charles  Baker,  Capital 

Investment 

Purchases 

Graham  &  Co 

Notes  Payable 

Purchase  Invoice  No.  1... 
Cash 

General  Expense... 

Sale  of  refuse 


Write  up  the  narratives  for  the  above  entries. 


250 

1,250 

— 

950 

— 

10 

200 
2,260 

250 

— 

100 
150 

10 

' 

10 

CHAPTER  VIII 

SPECIAL  JOURNALS-CASH  JOURNAL 

Word   Study:  Accountant,  journal,  cash  journal,  general  journal,  special 
journal. 

In  larger  businesses,  transactions  may  be  so  numerous  that  one  book- 
keeper could  not  possibly  keep  the  journal  entries  up-to-date.  It  then 
becomes  necessary  to  divide  the  work  among  several  clerks  and  to  give 
each  a  portion  of  the  work  and  a  portion  of  the  journals  in  which  to  enter 
certain  transactions.  In  an  actual  office  many  transactions  may  be  similar, 
e.g.,  all  credit  purchases  are  similar,  all  credit  sales  are  similar,  all  trans- 
actions involving  cash  are  similar,  hence  these  similar  transactions  may 
be  entered  in  a  separate  journal  named  after  the  type  of  entry  each  journal 
contains.  The  journal  carrying  the  credit  purchases  may  be  and  is  called 
a  purchase  journal.  Similarly  there  may  be  a  sales  journal  and  a  cash 
journal.  There  will  always  be  a  few  transactions  which  are  all  different 
and  these  may  be  entered  in  the  original  journal  usually  called  a  general 
journal.  This  breaking  up  of  the  general  journal  into  special  journals 
saves  a  great  deal  of  time  and  labour,  thereby  enabling  the  bookkeepers 
to  keep  the  bookkeeping  work  up  to  the  minute  because  several  clerks  make 
entries  in  the  different  journals  at  the  same  time. 

Cash  is  one  of  the  most  common  of  business  assets  and  all  cash  trans- 
actions are  entered  in  a  cash  journal  in  order  to  show  all  the  cash  trans- 
actions together.  You  must  remember,  however,  that  where  the  cash  is 
entered  in  a  special  cash  journal,  it  will  not  be  entered  in  the  general 
journal. 


Transactions:  Representative  entries. 

Hamilton,  May,  19 — 

1.  Thomas  Lee  invested  $5,000,  $150  in  the  till,  $4,850  in  the  bank. 

2.  Paid  his  rent  by  cheque,  $100.     Sold  goods  for  cash,  $100. 

3.  Paid  telephone  bill,  $12  in  cash.     Deposited  $100. 

4.  Paid  Jas.  Arthur,  on  account,  $27.50  by  cheque,  and  Thos.  Rowe  $5.60  in  cash. 

Paid  his  note,  $130,  by  cheque.     Made  a  cash  purchase  of  goods,  $32. 
Balance  and  rule  off  the  cash  journal,  carry  down  the  balance  and  continue. 

7.  Received  from  George  Brown,  on  account,  $112.15. 

8.  Paid  Robt.  Austin,  on  account,  $32.60  by  cheque;  bought  $5  worth  of  postage 

stamps;  paid  for  cleaning  the  store,  $10  in  cash. 

Total  the  cash  journal  and  transfer  the  totals  to  the  following  page. 
Balance,  post  and  take  a  trial  balance. 
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CASH  RECEIPTS 


Date 

Accounts  Cr. 

Remarks 

Fo. 

Cash 
Dr. 

Bank 
Dr. 

10— 
May 

1 
2 
3 

4 
8 

Thos.  Lee,  Capital    

Investment 

1 

2 

V 

9 

150 
100 

4,850 
100 

Sales 

Cash 

Balances 

Deposit 

Down 

250 

4,950 

— 

May 

100 
112 

40 
15 

4,692 

SO 

Geo.  Brown 

On  a/c 

Forward 

ToFo.  14 

212 

55 

4,692 

50 

14 


CASH  RECEIPTS 


Date 

Accounts  Cr. 

Remarks 

Fo. 

Cash 
Dr. 

Bank 
Dr. 

10— 
May 

8 

Balances 

From  Fo.  12 

Down 

212 

55 

4,692 

50 

212 

55 

4,692 

50 

May 

8 

197 

55 

4,659 

90 

Showing  how  to  transfer  totals  to  the  following  page. 
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CASH  PAYMENTS 


13 


Date 


IP- 
May 


May 


Accounts  Dr. 


Rent 

Telephone 


Jas.  Arthur... 
Thos.  Rowe.... 
Bills  Payable. 
Purchases 


Balances*. 


Robt.  Austin 

General  Expense. 
General  Expense. 

Forward 


Remarks 


May 

April 

Deposit. 
On  a/c... 
On  a/c... 
B.P.  1... 
Cash 


Total. 


On  a/c 

Stamps.... 
Cleaning. 


To  Fo.  15. 


Fo. 


3 

4 

\/ 
5 
6 

7 


10 
11 
11 


Cash 
Cr. 


12 
100 


149 
100 


250 


15 


60 


CK 

# 


Bank 
Cr. 


100 

27 
130 


257 
4,692 


4,950 


32 


32 


50 


60 


60 


CASH  PAYMENTS 


15 


Date 

Accounts  Dr. 

Remarks 

Fo. 

.  Cash 
Cr. 

CK 

# 

Bank 
Cr. 

IP- 
May 

8 
8 

Balances* 

From  Fo.  13 

V 

%/ 

15 
197 

55 

32 
4,659 

60 
90 

212 

55 

4,692 

50 

♦Red  ink. 
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LEDGER 


POSTING  THE  CASH  RECEIPTS 
1  Thos.  Lee,  Capital 


May  1     C12  4,850— 
1     C12      ISO- 


Sales 


I  May  2     C12 
Geo.  Brown 


100- 


May  7     C12     112.15 


POSTING  THE  CASH  PAYMENTS 
3  Rent 


May  2 

C13 

100— 

4 

Telephone 

May  3 

C13 

12— 

5 

Jas.  Arthur 

May  4 

C13 

27.50  1 

6 

Thos.  Rowe 

May  4 

C13 

5.60 

7 

Bills  Payable 

May  4 

C13 

130— 

8 

Purchases 

May  4 

C13 

32— 

10 

Robert  Austin 

May  8     C13       32.60  | 

11  General  Expense 


May  8     C13 
8     C13 


5— 
10— 


Trial  Balance— May  8,  19— 


Fo. 

Accounts 

Dr. 

Cr. 

1 

Thos.  Lee,  Capital 

100 

12 

27 

5 

130 
32 
32 
15 

197 
4,659 

50 
60 

60 

55 
90 

5,000 
100 
112 

? 

Sales     

. 

Q 

Geo.  Brown 

15 

3 

Rent 

4 

Telephone 

S 

Jas.  Arthur     

6 

Thos.  Rowe 

7 

Bills  Payable 

8 

Purchases 

10 

Robert  Austin 

11 

General  Expense 

r 

Cash  Balance 

r 

Bank  Balance 

5,212 

15 

5,212 

15 
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This  chart  will  aid  you  in  understanding  how  the  other  special  journals 
in  bookkeeping  fit  together  to  record  the  various  types  of  transactions. 


Business  Transaction 


Analyzed  into 
Debits  and  Credits 


Cash 
Journal 


Purchase 
Journal 


Sales 
Journal 


B.  Receivable 
Journal 


B.  Payable 
Journal 


General 
Journal 


LEDGER 
T  T  T  TT  T 


Trial 
Balance 


Statements  or  Reports 


Balance  Sheet 


Assets 


Liabilities 
Capital 


Trading,  P.  and  L. 


Sales 

Purchases 

Expenses 


Proof  Trial  Balance 
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SUMMARY 

This  type  of  Cash  Book  is  suitable  for  those  businesses  which  keep  part  of  the 
cash  in  the  till  and  the  other  part  in  a  bank.  Therefore  two  columns  are  needed 
on  each  side  of  the  book. 

Receipts — Usually  the  cash  is  put  in  the  till  when  received  and  later  taken  out 
of  the  till  and  deposited  in  the  bank. 

Payments — Payments  are  made  by  taking  cash  out  of  the  till  or  by  issuing  a 
cheque  against  the  cash  deposited  in  the  bank. 

Posting — The  amount  to  be  posted  to  an  account  will  be  found  either  in  the 
cash  column  or  in  the  bank  column  or  in  both. 

Balance — The  cash  balance  or  cash  on  hand  will  be  the  difference  between  the 
two  cash  columns;  the  bank  balance  will  be  the  difference  between  the  two  bank 
colunms. 

Oral  Questions 

1.  Why  are  transactions  not  entered  directly  in  the  ledger? 

2.  What  special  journals  are  commonly  used? 

3.  In  what  way  does  the  cash  journal  differ  from  the  cash  account? 

4.  Suppose  there  are  1,000  pages  in  your  ledger  and  you  wish  to  locate  $27.50 

entered  and  posted  May  4th  from  the  credit  side  of  the  cash  journal.     Ex- 
plain how  you  would  do  this. 

5.  Describe  how  you  would  post  the  cash  receipts. 

6.  What  is  the  meaning  of  red  ink  in  the  journals? 

7.  Why  are  red  ink  entries  always  balanced  by  black  ink  entries? 

8.  What  is  the  meaning,  place  and  use  in  bookkeeping  of:  (a)  double  line, 

(b)  single  line? 

9.  In  making  an  entry  in  the  cash  journal,  what  is  the  first  question  a  student 

should  ask  himself? 

10.  When  is  the  folio  page  number  entered  in  the  ledger?     In  the  journal?     Why? 

11.  While  you  are  posting,  you  are  suddenly  interrupted.     Explain  how  you 

would  know  where  to  begin  again  so  that  no  error  would  be  made  by  posting 
the  same  item  twice  or  by  omitting  to  post  an  item. 

12.  When  you  entered  in  the  cash  journal,  p.  50,  "T.  Lee,  Capital  a/c,  Cash  Dr., 

$150;  Bank  Dr.,  $4,850,"  you  really  made  a  double  entry.     Explain. 

Problems 

1.  Record  the  following  receipts  and  payments  in  a  Cash  Journal  with  Bank 
Columns: 

Nov.    1.  W.  J.  Eagle  invested  $3,000;  deposited  $2,850. 

2.  Received  from  E.  Eagleson  on  account,  $220. 

3.  Paid  rent  by  cheque,  $70. 

4.  Paid  express  in  cash,  $12. 

5.  S.  W.  Eakins  sent  $127  on  account;  deposited  $200. 

8.  M.  Ealand  remitted  to  him  $110  on  account. 

9.  He  paid  Miss  Ealy  in  cash  for  clerking  in  the  store,  $20. 

10.  Cash  sales,  $236;  deposited,  $200. 

11.  Paid  for  light  and  water  in  cash,  $10.20;  he  settled  with  W.  Eames 
by  sending  him  a  cheque,  $32;  he  withdrew  from  the  bank  for 
personal  use,  $30. 

Balance  and  close  your  Cash  Journal ;  post  to  your  Ledger  and  test  your 
postings. 
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2.  Record  the  following  entries  in  a  Cash  Journal  with  Bank  Columns: 

Dec.    1.  Ewart  Early  opened  a  general  store  and  invested  $1,800,  cash; 
deposited  $1,700. 

2.  Paid  J.  Jones  for  rent  of  store  by  cheque,  $150. 

3.  Bought  of  Lowe  &  Martin,  goods,  $550;  remitted  a  cheque  to 
cover. 

4.  Sold  A.  Johnson  for  cash,  goods,  $101. 

5.  Paid  H.  Black  cash  for  four  tons  coal  @  $9. 

6.  Sold  Kate  Smith  for  cash,  goods,  $17.     Bought  stationery  for 
cash,  $3. 

9.  Sold   H.   Giles  for  cash,   $85   worth  of  goods;  deposited  $100. 

Paid  M.  Fletcher  for  clerking  in  store,  cash,  $10. 
10.  Bought  of  L.  Parkinson,  goods,  $111;  remitted  cheque  to  cover. 

Bought  of  Lowe  &  Martin,  goods,  $365 ;  remitted  cheque  to  cover. 

Bought  new  desk,  $50;  paid  by  cheque.     Gave  $10  cash  to  the 

Christmas  Fund. 
15.  Telephone  and  stamps  cost  $12. 
18.  He  withdrew  for  private  use,  by  cheque,  $100;  he  bought  goods, 

$285,  paid  by  cheque. 

Balance  and  close  your  Cash  Journal.     Post  to  your  Ledger  and  take  a 
Trial  Balance. 

3.  Enter  in  a  Cash  Journal  with  Bank  Columns  the  following  transactions  for: 

Jan.    2.  Investment  of  Ted  Moore,  Jeweller,  $2,400.     Deposited  $2,300. 

3.  Paid  rent  by  cheque,  $75. 

4.  Received  from  A.  D.  Mason,  cash  on  account,  $235;  sent  H.  Ball 
a  cheque  on  account,  $375.     Deposited  $200. 

6.  Paid  for  fuel  for  heating,  $35,  by  cheque;  bought  of  A.  Cable  on 
account,  goods,  $781  paid  bookkeeper's  salary  in  cash,  $35. 

10.  J.  King  paid  on  account,  cash,  $125.33. 

15.  Cashsales,  $101.17 ;  paid  White  &  Co.  by  cheque,  $320.  Deposited 
$200;  Sam  Jones  paid  his  bill  in  full,  $163.80;  paid  cash  for 
freght,  $12;  stamps,  $3;  water,  $2.30. 

Balance  your  Cash  Book,  post  to  the  Ledger  and  take  a  Trial  Balance. 

4.  Record  the  following  cash  transactions  for  Samuel  Donovan  for  two  consecu- 

tive months,  February  and  March.     Balance  your  Cash  Journal  monthly, 
post  monthly  and  take  a  monthly  Trial  Balance.     Enter  according  to  date. 

Feb.     1.  Balance  on  hand  to  begin  with,  $3,800,  $3,700  being  in  the  bank. 

3.  Cash  sales,  $340. 

4.  James  Hardy  paid  cash  on  account,  $600. 

7.  Cash  received  from  D.  Dare  on  account,  $500.     Deposited  $1,000. 

11.  Cash  sales,  $413.11. 

17.  Additional  cash  investment,  $800.     Deposited  $1,200. 
21.  A.  D.  Johns  paid  cash  on  account,  $550. 

25.  S.  S.  Diceman  paid  cash  on  account,  $443 ;  N.  W.  Doan  paid  cash, 
$400.     Deposit  all  cash  on  hand  except  $100. 
Feb.     1.  Paid  rent  by  cheque,  $60;  petty  expenses,  cash,  $4. 

6.  Sent  H.  Dean  cheque  on  account,  $400. 

7.  Paid  out-freight,  $17.20  in  cash. 

8.  Paid  R.  Dawson  $850,  by  cheque. 

10.  Paid  for  office  safe,  $250  by  cheque;  withdrew  $200  by  cheque  for 
personal  use ;  paid  bookkeeper's  salary,  $80,  by  cheque;  purchase 
of  goods,  $840,  paid  by  cheque. 
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Feb.     23.  Paid  R.  Darmos  on  account,  $320,  by  cheque;  paid  expenses, 
$4,  in  cash. 
27.  Made  a  donation  to  the  hospital  fund,  $30,  in  cash. 

5.  For  practice,  transfer  February  totals  to  a  new  page.     Never  retain  more 
than  S50  in  the  office  each  day.     All  cheques  are  deposited  at  face  value. 

Mar.     1.  Received  from  M.  Darroch  on  account,  $500. 

2.  Paid  March  rent,  $60  by  cheque. 

3.  Received  cheque  from  R.  D'Arcy  on  account,  $380.80. 

4.  Cash  sales,  $141.18;  paid  for  fuel,  $48  by  cheque. 
7.  Paid  out-freight,  $11.60  in  cash. 

9.  M.  Darley  sent  us  a  cheque  to  settle  his  account,  $387.40;  gave 

A.  Darlow  cheque  on  account,  $400. 
11.  Paid  M.  Dart  &  Sons,  $258  by  cheque. 

15.  Received  cheque  from  H.  Darwin  on  account,  $700. 

16.  Withdrew  goods  for  private  use,  $175;  U.  Dartford  paid  us  on 
account,  cheque,  $525;  purchased  goods,  $750  by  cheque. 

21.  Cash  sales,  $611.12. 

31.  Paid  bookkeeper's  salary  in  cash,  $80;  received  from  D.  Dashkin 
on  account,  cash,  $505, 

6.  Continue  No.  5.     All  payments  of  $50  and  over  are  by  cheque. 

April  1 .  Received  payment  for  a  note,  $400  and  interest,  $5.     Paid  our  note, 
$860.50  and  interest,  $8.50. 

2.  Received  cheques  from  the  following  customers:  R.  Woollatt,  $180 
less  2%;  G.  Woolsey,  $175  net;  K.  Workman,  $68.50  less  $2; 
C.  Wright,  $42.50  net.  Cash  sales,  $121.  Remitted  cheques  to 
the  following:  Royal  Insurance,  $101;  N.  Adams,  $150  less  3%; 
E.  Agnew,  $45.50  less  2%;  S.  Albright  &  Co.,  $161.30  net.  Paid 
cartage,  $11.40.  Deposited  in  the  bank  cash  to  leave  the  office 
balance,  $100.     From  this  date  keep  $100  in  the  till. 

3.  Paid  sundry  expenses,  $8.75.  Bought  postage  stamps,  $10.  Cash 
sales,  $219.60.     Goods  returned  for  credit,  $32. 

4.  Received  cheques  in  full  of  the  following  accounts:  Morrissey  &  Co., 
$128;  Martin  &  Gardner,  $72;  Steeper  &  Co.,  $112  net;  Quigley  & 
Percival,  $89.  Received  cash  from  Katz  &  Birdsall,  $14.50; 
Sutherland  &  Harris,  $11.60;  Brown  &  Meek,  $11.10.  Paid 
Robinson  &  Monkman  for  their  invoice  March  31st,  the  total  of 
which  was  $325  and  from  which  must  be  deducted  $25  for  returned 
items. 

5.  Withdrew  from  the  bank,  $120  for  wages  which  were  paid  in  cash. 


CHAPTER  IX 

SPECIAL  JOURNALS-PURCHASE  AND  SALES 

JOURNALS 

Purchase  Journal 

Word  Study:  Purchase  journal,  general  journal,  special  journal,  credit, 
verified. 

When  the  purchasing  activities  of  a  business  are  very  numerous  they 
may  be  entered  in  a  special  Purchase  Journal  where  all  the  information 
relating  to  credit  purchases  may  be  quickly  found.  By  using  this  special 
journal,  the  purchase  entry  clerk  can  carry  on  his  work  without  interfering 
with  the  cash  entry  clerk. 

Cash  purchases  will  be  entered  in  the  Cash  Journal.  When  a  Purchase 
Journal  is  used,  entries  for  merchandise  purchases  on  credit  will  not  be 
made  in  the  General  Journal. 

Before  making  an  entry,  the  goods  must  be  received,  checked  for 
quantity,  quality  and  price,  and  all  extensions  and  additions  must  be 
carefully  verified. 

Transactions : 

The  following  goods  have  been  received  and  checked : 

May    2.  From  M.  Eadie  &  Co.,  Invoice  No.  741,  dated  April  30th,  $210,  terms: 
2/10,  n/30. 
4.  From  Barber  &  Son,  Invoice  No.  742,  dated  May  1st,  terms:  2/10, 
n/30,  $300. 


[Invoice]                                          No.  741 

MURRAY  EADIE  &  SON 

1447  Cherry  Avenue 

HAMILTON,  CANADA 

Date     April  30,  19— 
Your  Order  No.    315 

Our  Order  No.     701                Name          John  T.  Hill  &  Son, 

How  Ship     Truck                                                          Brampton,  Ontario 

Terms    2/10  N/30 

Quantity 

Description 

Unit 
Price 

Amount 

Total 

V      6 
R.C. 

Omirs,  Style  XlB 
Chairs,  Lawn 
Mats,  Coffee 

8.00 
7.00 
4.00 

80 
42 
88 

00 
00 
00 

V 

sj  210 

P.I. 

00 

c. 

0-K 

R.C. 
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May  10.  From  Butler  &  Co.,  Invoice  No.  743,  dated  May  1st,  terms:  n/60,  $450. 
11.  From  \V.  F.  Cannon,  Ltd.,  Invoice  No.  744,  dated  May  3rd,  terms: 

2/10,  n/30,  $540. 
15.  From   Robt.   Collins  Co.,    Invoice   No.   745,  dated   May  5th,  terms: 

2/10,  n/30,  $350. 

Purchase  Journal 
Hamilton,  May  2,  19—  3 


No. 


741 
742 

743 
744 
745 


Date 


May  2 

4 

10 

11 

15 

15 


Purchased  from 


M.  Eadie  &  Co 

Barber  &  Son 

Butler  &  Co 

W.  F.  Cannon,  Ltd. 
Robt.  Collins  Co. ... 


Purchases  Dr. 


Address 


Date  of 
Invoice 


April  30 

May  1 

May  1 

May  3 

May  5 


Terms 


2/10,  n/30 
2/10,  n/30 
n/60 

2/10,  n/30 
2/10,  n/30 


Fo. 


Amount 


210 
300 
450 
540 
350 


1,850 


The  names  herein  entered  show  that  we  purchased  goods  from  these 
firms  on  credit  terms  and  that  we  owe  them.  These  debts  are  liabilities 
and  are  therefore  credits.  The  Purchases  represent  assets  and  are  debits. 
Note  how  the  Purchase  Journal  is  closed. 


Posting 


Purchases 


LEDGER 

2 


M.  Eadie  &  Co. 


P3 


1,850— 


P3         210— 

3 

Barber  &  Son 

P3         300— 

4 

Butler  &  Co. 

P3         450— 

5 

W.  F.  Cannon,  Ltd. 

1     P3         540— 

6 

Robt.  Collins  Co. 

P3         350— 


Trial  Balance 


Fo. 

Accounts 

Dr. 

Cr. 

1 

Purchases 

1,850 

210 
300 
450 
540 
350 

2 

M.  Eadie  &  Co 



3 

Barber  &  Son            



4 

Butler  &  Co 

— 

5 

W   F.  Cannon,  Ltd     .    ... 



6 

Robt.  Collins  Co 

__ 

1,850 

— 

1,850 

— 
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Oral  Questions 

1.  What  items  are  entered  in  the  Purchase  Journal? 

2.  Where  are  the  cash  purchases  entered? 

3.  Why  are  not  all  the  items  of  a  purchase  invoice  copied  into  the  Purchase 

Journal?     Was  this  ever  done? 

4.  Does  the  credit  term  begin  as  from  the  date  of  the  invoice  or  as  from  the  date 

of  the  receipt  of  the  goods?     Why? 

5.  Describe  orally  how  to  post  the  Purchase  Journal? 

6.  Why  are  folios  inserted  in  the  Purchase  Journal? 

7.  Which  are  the  more  numerous  and  why,  the  purchases  or  the  sales  made  by  a 

retail  grocer?     Can  you  suggest  a  business  in  which  the  reverse  would  be 
true? 

8.  Explain  why  the  ledger  balances  after  you  have  posted  the  Purchase  Journal. 

9.  How  does  the  use  of  special  journals  improve  the  bookkeeping  work? 

10.  If  there  are  ten  purchases,  how  many  postings  would  there  be  to  record  these? 

11.  What  is  meant  by:  Fo.;  L.F. ;  Invoice  No.;  n/30? 

12.  What  class  of  purchases  should  be  left  out  of  the  Purchase  Journal? 

13.  What  date  is  entered  in  the  ledger? 

14.  Why? 

Problems 

(Keep  the  ledgers  for  future  use  under  Purchase  Returns  and  Allowance 
Journal,  p.  64.) 

1.  Record   the  following  purchases  in   a   Purchase  Journal   which   has  these 
columns:  No.,  date  of  invoice,  account,  address,  amount,  Fo. 
No.  1.  Apr.  1.  J.  C.  Davis,  Brookton,  $1,334.72. 

2.  2.  H.  M.  Dean,  Burlington,  $643.78. 

3.  3.  B.  D.  Dawes,  Hamilton,  $712.50. 

4.  4.  Wm.  Dear,  Harriston,  $472.38. 

■ .  5.  5.  Chas.  Deckert,  Holland  Landing,  $850.50. 

'^  2.  Enter  the  following  purchases  in  your  Purchase  Journal  which  has  these 
columns:  No.,  date  entered,  account,  address,  date  of  invoice,  terms, 
discount  due  date,  amount,  Fo. 

No.  1.  May  3.     A.  R.  Fagan,  Danforth,  2/10,  n/30,  $375.80,  entered  May 
5th. 

2.  Entered  May  6th,  dated  May  3rd,  P.  Fairbanks,  Barrie,  21^/10, 
n/30,  $562.83. 

3.  Dated  May  5th,  entered  May  10th,  C.  D.  Fairwea'her,  Orillia, 
3/10,  n/30,  $781.09. 

4.  May  8.     Alex.  Faith,  Severn,  $1,200,  dated  May  5th,  3/10,  n/30. 

3.  The  following  purchases  were  made  by  a  silk  concern  during  May,  1936: 

May    1.  Essex  Silk  Mfg.  Co.,  Paterson,  B.C.,  2/10,  $1,018. 

1.  Jones  Supply  Co.,  Chilliwack,  B.C.,  2/10,  $780. 

2.  Ardmore  Silk  Co.,  Field,  B.C.,  n/30,  $560. 

5.  Essex  Silk  Mfg.  Co.,  Paterson,  B.C.,  2/10,  $825. 
7.  Rideau  Mfg.  Co.,  Taber,  Alta.,  n/30,  $1,100. 
9.  Fullard  Supplies,  Golden,  B.C.,  n/30,  $840. 
11.  Dunlop  Silversides,  Penticton,  B.C.,  n/30,  $1,330. 

14.  Jones  Supply  Co.,  Chilliwack,  B.C.,  2/10,  $1,413. 

15.  Dunvegan  Silk  Co.,  Glacier,  B.C.,  60  days,  $840. 

The  Journal  was  written  up  May  7th  and  15th.     Close  the  Purchase 
Journal,  open  Ledger  accounts,  post  and  take  a  Trial  Balance. 
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4.  June    1.  Bought  of  the  Gibbard  Furniture  Co.,  Napanee,  Ont.,  goods  as  per 
invoice,  81,716.40.     Terms:  n/30.     Entered  June  4th. 
Bought  of  Adams   Furniture   Co.,   Toronto,   Ont.,  goods  as  per 

invoice,  S862.50,  2/10,  n/30.     Entered  June  7th. 
Bought  of  Rivers  &  Bush,  Kingston,  Ont.,  goods  as  per  invoice, 

82,000,  n/30.     Entered  June  14th. 
The  Cedar  Closet  Co.,  Preston,  sent  us  an  invoice  dated  June  18th 
for  8750,  30-day  note. 

Record  these  transactions  in  the  Purchase  Journal.     Close  and  rule  the 
Journal,  post  to  a  Ledger  and  take  a  Trial  Balance. 


:). 


10. 


21. 


Sales  Journal 

Word  Study:  Journal,  sales  journal,  special  journal,  resale,  credit. 

The  Sales  Journal  will  contain  the  record  of  all  the  sales  made  on  credit. 
Particulars  are  usually  kept  on  the  duplicate  sales  invoices.  Cash  sales 
will  be  entered  in  the  Cash  Journal.  Sales  on  credit  will  not  be  entered 
in  the  General  Journal  when  a  Sales  Journal  is  used. 


Transactions : 

Oct. 

1. 

Sold 

to 

T. 

2. 

Sold 

to 

R. 

Sold 

to 

S. 

3. 

Sold 

to 

c. 

Sold 

to 

T. 

4. 

Sold 

to 

H. 

Sold 

to 

R. 

Sold 

to 

G. 

Gibson,  goods,  876 — ,  n/30. 
Robinson,  goods,  836 — ,  n/30. 
Cook,  goods,  822 — ,  n/30. 
Smith,  goods,  849—,  n/30. 
Gibson,  goods,  827 — ,  n/30. 
Clark,  goods,  862—,  n/30. 
Thomas,  goods,  876 — ,  n/30. 
Moore,  goods,  839 — ,  n/30. 


Sales  Journal 

Hamilton,  October  1,  1937 


No. 

Date      | 

1001 

Oct. 

1 

1002 

2 

1003 

2 

1004 

3 

1005 

3 

1006 

4 

1007 

4 

1008 

4 

4 

Sold  to 


T.  Gibson 

R.  Robinson. 

S.  Cook 

C.  Smith 

T.  Gibson 

H.  Clark 

R.  Thomas... 
G.  Moore 

Sales  Cr 


Address 


Terms 


n/30 
n/30 
n/30 
n/30 
n/30 
n/30 
n/30 
n/30 


Fo. 


Amount 


.387 


Posting 

The  accounts  listed  under  "Sold  to"  represent  assets  or  amounts 
owing  to  us  by  those  persons  whose  names  appear  in  the  list.  These  assets 
are  debits  while  the  Sales  total  is  the  corresponding  credit. 
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T.  Gibson 


S  4 
S  4 

76— 

27— 

2 

R.  Robinson 

S  4 

36— 

3 

S.  Cook 

S  4 

22— 

4 

C.  Smith 

S  4 

49— 

5 

H.  Clark 

S  4 

62— 

6 

R.  Thomas 

S  4 

76— 

7 

G.  Moore 

Sales 


S  4       387— 


S  4 


39— 


Trial  Balance 

Fo. 

Accounts 

Dr. 

Cr. 

1 

T.  Gibson 

103 
36 
22 
49 
62 
76 
39 

— 

387 

2 

R.  Robinson 

3 

S.  Cook 

4 

C.  Smith 

5 

H.  Clark 

6 

R.  Thomas 

7 

G.  Moore 

8 

Sales 

387 

— 

387 

— 

Oral  Questions 

1.  What  items  are  entered  in  the  Sales  Journal? 

2.  Where  are  the  cash  sales  entered? 

3.  You  sell  E.  D.  Earle  100  items  of  goods,  would  you  copy  100  items  in  the 

Sales  Journal?     Why? 

4.  Does  the  credit  term  begin  to  run  from  the  date  on  the  Sales  Invoice  or  from 

the  date  the  buyer  receives  the  goods? 

5.  Describe  orally  how  you  would  post  the  Sales  Journal  and  how  a  balance  is 

obtained. 

6.  Why  are  folios  desirable  in  the  Sales  Journal? 

7.  What  information  about  a  sale  is  desirable? 
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8.  You  sell  an  old  safe  for  cash.     Where  would  the  entry  be  made?     If  you  sell 

it  on  credit,  where  would  it  be  made?     Why? 

9.  Mr.  Harris  buys  $120  worth  of  goods  from  you.     One  week  later  he  pays 

cash  when  you  allow  him  a  3%  discount.  Two  days  later,  he  returns 
goods  invoiced  to  him  at  $20.  How  much  cash  would  you  return  to 
him?     Why? 

10.  What  are  the  benefits  of  having  a  special  journal  for  sales? 

Problems 

(Keep  the  ledgers  for  future  use  with  Sales  Returns  and  Allowance  Journal, 
p.  64.) 

1.  Enter  in  a  fully  ruled  Sales  Journal  the  following  transactions: 

May  1.  Sold  to  E.  S.  England,  North  Bay,  100  doz.  Eggs  @  27c.;  100 
Cauliflowers  @  9c.;  150  lbs.  Butter  @  30c.;  on  account. 
2.  Shipped  to  H.  E.  Emmitt,  Arnprior,  2/10,  n/20,  10  cases  oranges 

@  S2;  7  cases  pineapples,  2  doz.  per  case,  @  $2.50  per  case. 
4.  Billed  Chas.  Emery,  Trenton,  2/10,  n/30,  10  sacks  flour  @  75c.; 
1  barrel  vinegar,  40  gallons  @  5c.  a  gallon;  20  lbs.  black  pepper 
@  15c. 
Make  and  check  your  extensions,  total  and  close  the  book,  post  to  a 
Ledger  and  take  a  Trial  Balance. 

2.  Enter  these  transactions  in  a  fully  ruled  Sales  Journal: 

June  1.  Sold  E.  S.  Shoe  Co.,  Kitchener,  goods,  $347.18.     Terms:  2/10, 
n/60. 

2.  Eagle  Lake  Sawmills,  Giscombe,  B.C.,  goods,  2/10,  n/60,  $416.08. 

3.  Eakins  Products,  Limited,  Vancouver,  B.C.,  goods,  n/60,  $318.72. 

4.  Philias  East,  Quebec,  Que.,  goods,  1/30,  n/60,  $172.94. 

Close  the  Journal,  post  to  a  Ledger  and  take  a  Trial  Balance. 

3.  Sold  automotive  accessories  to  the  following  firms: 

July  2.  Shipped  to  Eastern  Chumvale  Publishing  Co.,  New  Glasgow,  N.S., 
goods,  $136.18,  terms:  S/D  60  days. 

3.  Delivered  to  Eastern  Fur  Co.,  Toronto,  goods,  $232.23,  terms: 
S/D  30  days. 

4.  Billed  Eaton  Knitting  Co.,  Hamilton,  Ont.,  goods,  $362.14,  terms: 
2/10,  S/D  60  days. 

5.  Sent  Eau  Claire  Sawmills,  Calgary,  Alta.,  goods,  $39.16,  terms: 
n/20  days. 

6.  Sold  J.  R.  Ebersol,  Milverton,  Ont.,  goods,  2/10,  n/30,  $114.62. 

Close  the  Journal,  post  to  a  Ledger  and  take  a  Trial  Balance. 

4.  The  following  furniture  orders  were  filled: 

Aug   2.  Selim    Faber,    Loretteville,    Que.,    Mdse.,    $108.60,    terms:    2/10, 
n/30. 

3.  Fairview  Refrigerator  Co.,  Montreal,  Mdse.,  $362.47,  terms:  n/60. 

4.  Fairbank  Block  and  Supply  Co.,  Fairbank,  Ont.,  Mdse.,  $187.29, 
terms:  n/30. 

5.  Falconbridge  Nickel  Mines,  Falconbridge,  Ont.,  Mdse.,  $297.63, 
terms:  n/30. 

Close  the  Journal,  post  to  a  Ledger  and  take  a  Trial  Balance. 


NEW  COURSE  BOOKKEEPING 


63 


Returns  and  Allowances 

When  we  sell  goods  and  the  customer  finds  them  defective  or  otherwise 
unsatisfactory,  he  may  return  them  to  us  for  credit  or  he  may  receive  a 
cash  settlement.  When  we  buy  goods  and  find  them  unsatisfactory,  we 
may  return  them  for  credit  or  for  cash. 

An  allowance  is  a  deduction  from  the  invoice  price.  When  an  allow- 
ance is  made,  the  goods  are  not  returned.  Allowances  may  be  made  on 
account  of  defective  goods,  or  to  correct  an  error  in  an  invoice.  A  credit 
memorandum  is  used  to  show  that  the  creditor  has  adjusted  the  invoice 
price. 


GENERAL  MERCHANDISE 
LIMITED 


CREDIT  MEMORANDUM 


Date  , 


Plant  or  Brancti 


To 


CREDIT   NOTE  NO 


Cl-ASSlFlCATlO^ 


Terr   No 


Invoice  No 


Invoice  Date 


Order  Reg    No 


CATALOGUE   NO  QUANTITY 


DESCRIPTION 


UNIT   PRICE  DISC 


CUSTOMER'S  RECEIPT 


EXPLANATION 


AMOUNT 


IF  THE  ABOVE  SOOOS  ARE  TO  BE  RETURNED  TRAVELLER 


D 


Credit  memoranda  should  be  made  out  in  duplicate.  The  original 
should  be  sent  to  the  customer  and  the  carbon  copy  should  be  retained 
and  attached  to  the  invoice  to  which  it  refers.  When  a  credit  memoran- 
dum is  received  it  should  be  attached  to  the  invoice  to  which  it  refers. 

Sales  Returns  and  Allowances  Journal 

When  a  customer  returns  goods  for  credit  or  when  he  is  given  credit 
on  account  of  an  allowance,  the  entry  should  be  made  in  a  Sales  Returns 
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and  Allowance  Book  if  such  transactions  are  numerous,  otherwise  make  the 
entry  in  the  General  Journal.  A  returned  sales  transaction  reduces  the 
sales  and  the  Sales  Returns  and  Allowances  Account  is  debited;  the  asset, 
the  amount  owing  by  the  customer,  is  reduced  and  the  customer's  account 
is  credited.     Entries  are  made  from  the  credit  memoranda. 


Entries 


Sales  Returns  and  Allowances  Journal 


35 


Date 

Account  Cr. 

Remarks 

Fo. 

Amount 

May 

2 

4 
6 

6 

D.  H.  Syme 

Invoice  #7234 
Invoice  #7511 
Invoice  #7721 

1 
2 
3 

4 

11 

21 

9 

IS 

Chas.  Rowland 

IS 

Benj.  Disher 

?n 

Sales  Returns  and  Allowances  Dr 

41 

so 

Posting 

1  D.  H.  Syme 


I     SR  35  11.15 

Chas.  Rowland 


SR  35  21.15 


Benj.  Disher 


I  SR  35  9.20 

Sales  Returns  and  Allowances 


SR  35 


41.50 


Purchase  Returns  and  Allowances 

Entries  Purchase  Returns  and  Allowances  Journal 


40 


Date 

Account  Dr. 

Remarks 

Fo. 

Amount 

May 

3 
12 

12 

Robt.  King  Co 

Invoice  ...715 
Invoice  ...722 

5 
6 

7 

15 

18 

60 

Lord  &  Thomas 

90 

Purchase  Returns  and  Allowances  Cr 

34  50 

Posting 


PR  40 
6 


PR  40 


Robt.  King  Co. 


7     Purchase  Returns  and  Allowances 


15.60  I 
Lord  &  Thomas 


PR  40 


34.50 


18.90 


^  J  When  we  return  goods,  the  liability  to  the  creditor  will  be  reduced  and 
the  purchases  will  be  reduced.  The  entry  will  be:  Creditor  debited. 
Purchase  Returns  and  Allowances  credited.  Returns  on  cash  sales  or 
purchases  should  be  entered  in  the  Cash  Book. 
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Graphically,  returns  and  allowances  are  as  follows: 

Purchases  Sales 


125  1 
Purchase  Returns  and  Allowances 


This  diagram  shows  the  entries  for  returns  and  allowances  and  also  their 
effects  on  the  Purchases  and  Sales  Accounts. 

Transactions: 

1.  Enter  these  memoranda  in  a  Purchase  Returns  and  Allowances  Journal, 
ruled  as  the  illustration,  p.  64.  Post  to  the  Ledger  used  in  Question  1, 
p.  59.     Take  a  Trial  Balance. 

Apr.  3.  Returned  to  J.  C.  Davis,  goods  invoiced  to  us  at  $34.72,  damaged 
in  packing.     Credit  note  No.  1  has  been  received. 

8.  Received  from  H.  M.  Dean,  credit  note  No.  2  for  $10.28  to  allow 
for  variation  in  shades  of  goods  sent  us. 

9.  Wm.  Dear  sent  us  credit  note  No.  3  to  adjust  their  invoice  dated 
April  4th.     We  asked  for  $22.38  but  the  credit  note  is  for  $20.38. 

^  2.  Enter  these  adjustments  in  a  Purchase  Returns  and  Allowances  Journal. 
Post  to  the  same  Ledger  used  in  Question  2,  p.  59. 

May  6.  Returned  to  A.  R.  Fagan,  goods  invoiced  to  us  at  $14.50,     Their 
credit  note  No.  4  has  been  received. 
8.  Received  C.  D.  Fairweather's  credit  note  No.  5  for  $11.09,  to  adjust 

their  error  in  billing. 
10.  Alex.  Faith  agreed  to  allow  us  $100  off  his  bill  dated  May  5th, 
credit  note  No.  6  has  been  received. 

3.  Enter  these  transactions  in  a  Sales  Returns  and  Allowances  Journal  ruled 
similar  to  the  illustration,  p.  64.  Post  to  the  same  Ledger  used  in  Question 
1,  p.  62.     Take  a  Trial  Balance. 

May  10.  E.  S.  England  wrote  requesting  an  allowance  on  the  butter  and 
vegetables  shipped  to  North  Bay,  May  1st.     We  sent  him  our 
credit  note  for  $6.15. 
12.  We  discovered  an  error  in  Chas.  Emery's  bill  and  sent  him  our 
credit  note  for  $1.20. 

^  4.  Enter  these  transactions  in  a  Sales  Returns  and  Allowances  Journal  ruled 
as  in  the  illustration,  p.  64.     Post  to  the  same  ledger  used  in  Question  4, 
p.  62.     Take  a  Trial  Balance. 
Aug.  5.  Sent  credit  note  to  Selim  Faber  for  $8.60. 

8.  Sent  credit  note  to  Fairview  Refrigerator  Co.  for  $10 
10.  Sent  credit  note  to  Fairbank  Block  and  Supply  Co.  for  $7.60. 


CHAPTER  X 

SPECIAL  JOURNALS 

(Continued) 

Word  Study:  Bill,  customer,  creditor,  journal,  receivable,  payable,  maker, 
payee,  payer,  drawer,  drawee,  narrative,  transaction. 

Bills  Receivable  and  Bills  Payable  Journal 


Transactions 


Narratives 


Journals 


Bills  Receivable 


Bills  Payable 


6.     General- 


V 

You  have  learned  how  to  operate  the  general  journal  and  the  special 
journals  for  cash,  purchases  and  sales.  You  have  noticed  that  when 
there  were  many  transactions  of  a  similar  nature,  you  entered  them  in  a 
special  journal.  If  in  a  business  many  notes  and  drafts  are  used,  then  a 
special  journal  may  be  designed  to  record  all  the  important  particulars 
about  each  bill.  Since  notes  may  be  used  by  the  customer  to  postpone 
the  payment  of  money  to  our  firm  and  since  our  firm  may  use  notes  to 
postpone  the  payment  of  money  to  our  creditors,  there  will  be  two  special 
journals — one  for  notes  receivable  and  one  for  notes  payable.  Suppose 
our  firm  is  the  Albright  Lumber  Co.  and  we  are  considering  these  two 
notes  on  October  5th. 


^^s^L-.i'K^^-cdn^^X.VTK.lX.   DATE  _^:sC- PROMISE  TO  I»AY  TO 

TBE  ORDER  OW  ^Sy^T^^^-  i^^p(^<^-7^1^p^C^  J:::^^><k»^^<£^^-';^^ 


VALUE  RECEIVED 


NO— Z DUE  ^^ai:V<_t^^t&     J/r^.<>'3^.t,<^C?/^ey^y>'i^^^..<f^T^^. 


An  Asset — Notes  Receivable 
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14 


b/^»C<<«^-f^>:?^  y^/'AFTEK   OATE..5sC-**ROMISE  TO   I»AY 


TEIE  ORDER  OFr 


^^-^<''t^-r^-f^y^^U->-t..<£^>'..e^=^.^^^ 


LDZS:DOL.L.ARS 


VALUE  RECEIVED 


A  Liability— Notes  Payable 


3"Ae  important  points  then  are: 

1.  Date 

2.  Signer  or  maker 

3.  Place 

4.  Time  to  run 


5.  Where  payable 

6.  Amount 

7.  On  whose  account 


and  for  each  of  these  points,  a  suitable  column  should  be  made  in  the 
special  journals.  However,  if  there  are  only  one  or  two  bills,  they  would 
be  recorded  in  the  general  journal.  The  following  chart  illustrates  the 
method  of  the  entry: 


Showing  how  the  entry  for  either  an  accepted  draft  or  a  note  for  the  same 
debt  is  made  directly  from  the  bill  itself. 
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Since  all  cash  transactions  are  entered  in  the  special  cash  journal, 
purchases  in  the  purchase  journal,  sales  in  the  sales  journal,  bills  receivable 
and  bills  payable  in  the  bill  journals,  there  will  remain  very  few  entries 
for  the  general  journal. 

Transactions:  Bills  Receivable 

Oct.    5.  Received   from  James  Simpson,   Gait,   his  $300,   30-day  note,  dated 
Oct.  2nd,  payable  at  the  Merchant's  Bank. 

6.  Edmund   Sawyer   Co.,  Montreal,  sent   us  a   60-day  $295  note,  dated 
Oct.  4th,  payable  in  Montreal. 

10.  We  received  from  the  Sav-u-Products,  Toronto,  their  $75,  20-day  note, 
signed  by  Joseph  Katz  and  dated  Oct.  7th. 

15.  Received  from  Sarnia  Signals,  Sarnia,  their  $130,  2  months'  note,  dated 
Oct.  10th  and  signed  by  Edward  Silver. 

21.  R.  J.  Sanderson,  Orillia,  remitted  his  3  months'  note  for  $258.60,  dated 
Oct.  18th. 

30.  Received  a  cheque  from  the  Sav-u-Products  to  pay  their  note  due  to-day. 


22 

Bills  Receivable  Journal 

No. 

When 
Received 

Account  Cr. 

Place 

Fo. 

Face 

Where 
Payable 

By  Whom 
Drawn 

1 

19— 
Oct. 

5 

6 

10 

15 

21 

30 

James  Simpson 

Gait 

1 
2 
3 
4 
5 

6 

300 
295 

75 
130 
258 

60 

Gait 

J.  Simpson 

2 

Edmond  Sawyer  Co... 
Sav-u-Products 

Montreal 

Toronto 

Sarnia 

Montreal.... 

Toronto 

Sarrtia 

Orillia 

Ed.  Sawyer 

Joseph  Katz 

4 

Sarnia  Signals 

Ed.  Silver 

s 

R.  J.  Sanderson 

Orillia 

R.  J.  Sanderson 

Bills  Receivable  Dr.... 

1.058 

60 

24 


Bills  Payable  Journal 


No. 

When 
Given 

Account  Dr. 

Place 

Fo. 

Face 

Where 
Payable 

Payee 

1 

19— 
Oct. 

5 
11 
20 

30 

James  Hardy 

Toronto 

Montreal 

Vancouver... 

7 
8 
9 

10 

500 
200 
365 

— 

Toronto 

Toronto 

Toronto 

Jas.  Hardy 

? 

L.  N.  Hadd 

L.  N.  Hadd 

3 

Jennie  Haine 

J.  Haine 

Bills  Payable  Cr 

1,065 

_ 
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Transactions:  Bills  Payable 

Oct.    5.  Sent  to  James  Hardy,  Toronto,  our  $500,  30-day  note,  dated  to-day, 
payable  in  Toronto. 

11.  Remitted   to  L.   N.   Hadd,   Montreal,   our  60-day,   $200  note,   dated 
Oct.  9th,  to  apply  on  account. 

20.  Sent  to  Jennie  Haine,  Vancouver,  our  60-day  note,  dated  Oct.  10th, 
for  $365. 

Nov.    7.  Sent  cheque  No.  217  to  James  Hardy  to  retire  our  note  due  to-day. 


Bills  Receivable  Journal 


23 


.Date 

Tenor 

Year 

When  Due 

Remarks 

Sight 

Date 

J 

F 

M 

A 

M 

J 

J 

A 

S 

ON 

D 

Date 

How  Settled 

Oct. 

2 
4 
7 

10 
18 

30  da. 
60  da. 
20  da. 

2  mo. 

3  mo. 

.19—. 

4 

..19—.. 

6 

.19—. 

30 

13 

..Oct... 

30 

Ck. 

..19—.. 

.19—. 

21 

Bills  Payable  Journal 


25 


Tenor 

Year 

When  Due 

Remarks 

Sight 

Date 

J 

F 

M 

A 

M 

J 

J 

A 

S 

O 

N 

D 

Date 

How  Settled 

Oct. 

5 

9 

10 

30  da. 
60  da. 
60  da. 

.19     .. 

7 

i'i 

12 

..Nov.. 

..7 

..Cheque  No 217 

.19—.. 

..19     .. 
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Posting  of 
Bills  Receivable  Journal 

Posting  of 
Bills  Payable  Journal 

LEDGER 

1 

James  Simpson 

7 

James  Hardy 

Oct.  5    BR  22 

300— 

Oct. 

5    BP24     500— 

2 

Edmond  Sawyer  Co. 

8 

L.  N.  Hadd 

Oct.  6    BR  22 

295— 

Oct. 

11  BP24     200— 

3 

Sav-u-Products 

9 

Jennie  Haine 

Oct.  10  BR  22 

75— 

Oct. 

20  BP  24     365— 

4 

Sarnia  Signals 

10 

Bills  Pay'able 

Oct.  15  BR  22 

130— 

Oct.  30  BP  24  1,065— 

5 

R.  J.  Sanderson 

Oct.  21  BR  22 

258.60 

6 

Bills  Receivable 

Oct.  30  BR  22  1,058.60 


Trial  Balance 


Fo. 

Accounts 

Dr. 

Cr. 

1 
2 
3 
4 
5 
6 

James  Simpson. 
Ed  mond  Sawyer 
Sav-u-Products. 
Sarnia  Signals... 
R.J.  Sanderson. 
Bills  Receivable 

1,058 

60 

300 
295 
75 
130 
258 

60 

1,058 

60 

1,058 

60 

Trial  Balance 

Fo. 

Accounts 

Dr. 

Cr. 

7 

8 

9 

10 

James  Hardy 

L.  N.  Hadd 

Jennie  Haine 

Bills  Payable 

500 
200 
365 

— 

1,065 

— 

1,065 

— 

1,065 

— 

SUMMARY 

A  special  Bills  Receivable  Journal  and  a  special  Bills  Payable  Journal  may  be 
operated  in  any  business  where  numerous  drafts  and  notes  are  used.  Bills  are 
entered  as  they  occur  but,  when  these  bills  become  due  and  are  paid  for  in  cash, 
the  entry  will  be  made  in  the  Cash  Book.  All  information  about  a  bill  should  be 
made  in  the  Special  Bills  Journal  and  should  be  copied  from  the  bill  itself. 

In  general,  the  Bill  Books  are  operated  in  a  manner  similar  to  the  Sales  Book 
or  Purchase  Book. 
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Oral  Questions 

1.  Why  are  the  Bill  Journals  used? 

2.  Where  would  the  entries  for  bills  be  made  if  there  were  no  special  Bill  Journals? 

3.  Would  it  be  possible  to  keep  Bills  Receivable  Journal  and  not  Bills  Payable 

Journal? 

4.  Describe  how  to  post  the  Bills  Receivable  Journal ;  Bills  Payable  Journal. 

5.  Why  is  a  customer's  note  a  debit  in  our  books? 

6.  Why  is  our  note  a  credit  in  our  books? 

7.  Why  is  the  total  of  the  Bills  Receivable  Journal  a  debit  in  our  books? 

8.  What  are  the  corresponding  credits  for  the  total  of  the  Bills   Receivable 

Journal? 

9.  Where  will  you  find  the  information  to  be  entered  in  the  Bills  Receivable 

Journal? 

10.  When  a  Note  Receivable  is  paid,  what  becomes  of  the  note? 

11.  What  becomes  of  a  Bills  Payable  when  you  pay  it? 

12.  When  a  note  is  paid,  what  entry  is  made  in  the  Notes  Journal? 

13.  Are  notes  generally  handled  by  the  banks? 

14.  In  what  two  ways  do  banks  deal  with  notes? 

15.  To  what  class  of  accounts  does  the  Bills  Receivable  Account  belong?     Bills 

Payable  Account? 

Problems 

1.  Write  a  30-day  note  for  $500  payable  to  the  order  of  Harper  Brick  Works. 

Use  to-day's  date  and  sign  your  own  name  as  the  maker.  Into  which 
Journal  would  you  enter  this  note?  In  case  your  firm  handled  very  few 
notes,  where  would  you  enter  it?     What  would  be  the  General  Journal  entry? 

2.  Harley  Kay,  Georgetown,  owes  J.  B.  Porteous  $700  on  account,  which  he 

settles  by  giving  a  3-months'  note.  Using  the  current  date,  write  the  note 
and  ask  a  fellow  student  to  sign  for  Mr.  Kay.  Into  what  books  would 
Mr.  Kay  and  Mr.  Porteous  enter  this  note?  Show  the  two  Ledger  accounts 
in  Mr.  Porteous'  books  where  this  transaction  is  recorded.  Show  this  one 
item  in  Mr.  Kay's  Balance  Sheet  at  the  end  of  the  first  month  (omitting 
interest  or  discount). 

3.  Enter  the  following  transactions  in  Bill  Journals,  omitting  all  information  not 

given : 

Oct.     1.  Faber  Knitting  Mills  sent  us  their  30-day  note,  $325. 

2.  Fairgrieve  &  Son  sent  us  their  60-day  note,  $425. 

3.  E.  Tanner  gave  us  his  10-day  note,  $200  on  account. 

4.  Sent  E.  Gagnon  our  30-day  note,  $150  to  apply  on  account. 

5.  Gale  Bros,  remitted  to  us  their  10-day  note,  $115  to  cover  their 
balance. 

6.  Remitted  to  C.  Gallibert  our  20-day  note  to  balance  our  account, 
$63. 

16.  Received  a  cheque  to  pay  Tanner's  note  of  3rd. 

29.  Sent  cheque  to  E.  Gallibert  to  pay  our  note  of  the  6th. 

Close  the  two  Journals,  post  and  take  a  Trial  Balance. 

4.  Enter  in  their  respective  journals  these  notes  which  were  used  in  the  ordinary 

course  of  business.  Close  the  journals  and,  after  posting  to  a  ledger,  take  a 
trial  balance.     The  owner  of  the  business  is  Oscar  Wiley. 
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5.  Enter  in  your  bill  journals  the  following  acceptances  which  were  used  in  the 
ordinary  course  of  business.  Post  to  a  ledger  and  take  the  trial  balance. 
You  are  the  bookkeeper  for  Gamble  &  Cashman  of  Cobourg. 
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All  drafts  were  duly  honoured  for  acceptance  and  payment  when   due. 
Sight  drafts  were  accepted  three  days  after  date  of  issue. 
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6.  Assume  that  the  notes  in  Question  3  are  to  be  entered  in  the  General  Journal. 

Draw  up  the  Journal  and  make  the  entries  therein.     Post  to  a  Ledger  and 
take  a  Trial  Balance.     Show  how  the  special  Bill  Journals  save  labour. 

7.  Chart  of  Accounts — Capital,  Bank,  Cash,  Fixtures,  Truck,  M.  C.  Harrap, 

Adams  Furniture  Co.,  L.  S.  Simpson,  Home  Outfitters,  Lome  Model  Homes, 
Bills  Receivable,  Bills  Payable,  Hardy  &  Son,  Harding  Carpets,  Daly  & 
Morin,  Guelph  Carpets,  Cobourg  Matting  Co.,  In-Freight,  Purchases, 
Sales,  Rent,  General  Expense,  Salaries,  Advertising.  (3  lines  each.)  Enter 
the  following  business  transactions  in  the  General  Journal,  Cash  Book, 
with  Cash  and  Bank  Columns,  Purchase  Book,  Sales  Book,  Bills  Receivable 
Journal,  Bills  Payable  Journal.  Post  to  a  "T"  Account  Ledger  after  each 
transaction.  Take  a  Trial  Balance.  Do  not  make  out  the  statements. 
Dundee,  March  1,  19 — .  Mr.  O.  E.  Eraser  commenced  a  wholesale  rug 
and  carpet  business  with  the  following  resources  and  liabilities:  Cash. 
$7,000;  fixtures,  $1,200;  truck,  $1,000;  M.  C.  Harrap  owes  $500 ;  he  owes 
Hardy  &  Son  $1,000. 

Mar.  1.  Bought  on  account  from  the  Guelph  Carpets,  rugs  and  carpets, 
$785,  terms:  n/60.  Deposited  $6,900  in  Merchants  Bank.  All 
payments  of  $5  and  over  to  be  made  by  cheque.  Deposits  made 
daily,  always  keeping  $100  in  the  till. 

2.  Paid  store  rent  for  the  month,  $125. 

3.  Purchased  from  Daly  &  Morin,  Lachine,  invoice  of  rugs,  $382.60, 
terms:  n/60.     E.O.M. 

4.  Received  from  Harding  Carpets,  Brantford,  invoice  of  rugs  and 
carpets,  $1,642.11,  terms:  one-half  cash,  balance,  n/30.  Remitted 
cheque  to  cover.  Bought  of  Cobourg  Matting  Co.  an  invoice  of 
Cocatex  Matting  and  Porch  Rugs,  terms:  n/30,  $1,486.20.  Sold 
an  invoice  of  rugs  and  carpets  to  Adams  Furniture  Co.  and 
received  their  5-day  acceptance  in  settlement,  $287.  Sold  to 
L.  S.  Simpson,  an  invoice  of  rugs  amounting  to  $265,  terms: 
one-half  cash  and  one-half  on  a  30-day  draft.  Received  their 
cheque  and  acceptance. 

5.  Sold  a  bill  of  carpets  to  the  Home  Outfitters,  $349.78,  terms: 
one-half  cash,  30-day  draft  for  balance.  Received  their  cheque  and 
acceptance.     Sold  for  cash,  rugs,  $440. 

6.  Paid  $49  for  repairing  our  truck,  also  clerk's  salary,  $28.   Received 
J      M.   C.   Harrap's  cheque  to  pay  his  account.     Paid  freight  on 

purchases  to  date,  $38.50;  paid  for  advertising,  $45,  and  mailing 
circular  letters,  $13.75. 
8.  Sold  the  following  invoices  of  goods:  Adams  Furniture  Co.,  one- 
half  cash,  balance  on  30-day  draft,  $1,460.  Lome  Model  Homes, 
one-half  cash,  balance  on  60-day  draft,  $840.  Cheques  and 
acceptances  were  received. 

10.  Bought  of  Daly  &  Morin,  Lachine,  rugs,  $1,100,  terms:  $500  cash, 
balance  on  our  60-day  acceptance,  payment  duly  made.  Paid 
Guelph  Carpets,  $700,  and  Cobourg  Matting  Co.,  $1,000. 

11.  Sold  the  Adams  Furniture  Co.  an  invoice  of  carpets,  amount, 
S694.28,  terms:  n/30. 

12.  Paid  Clerk's  salary,  $28,  and  in-freight,  $19.  Received  from 
Adams  Furniture  Co.  cheque  to  settle  their  acceptance  due  to-day. 


CHAPTER  XI 

CLOSING  THE  BOOKS 

Word  Study:  Inventory  sheet,  stock  clerk,  requisition,  physical  inventory, 
gross  profit,  adjust,  drawing  account,  insure,  closing  ledger,  compute,  account- 
i?tg  period,  summarizing,  Profit  and  Loss  Account,  Profit  and  Loss  Statement. 

At  the  end  of  an  accounting  period  which  is  usually  a  year,  the  owner 
of  a  business  computes  his  profit  or  loss  for  the  period.  During  the  year 
such  accounts  as:  Sales,  Purchases,  Sales  Returns,  Purchase  Returns,  and 
the  many  Expense  accounts  remain  open  to  collect  data  concerning  the 
income  and  the  operating  expenses.  At  the  end  of  the  accounting  period 
these  accounts  are  closed  into  two  other  accounts — Trading  Account  and 
Profit  and  Loss  Account. 

Trading  Account 


Cost  of  Goods  Sold 


Net  Sales 


Total  credits  of  this  account,  less  the  total  debits,  will  show  the  Gross 
Trading  Profit  for  the  period. 

Profit  and  Loss 


Expenses:  Rent 

Salaries 


Gross  Trading  Profit 


Cartage-out 
Insurance 

Cleaning 
Heating 
Taxes,  etc. 

The  difference  between  the  two  sides  of  this  account  is  the  Net  Profit 
or  Net  Loss  for  the  period. 

Summarizing  the  Trading  and  Profit  and  Loss  Accounts  into  these  two 
accounts  is  termed  Closing  the  Ledger.  The  Net  Profit  is  usually  trans- 
ferred to  the  Drawing  Account  to  close  the  Profit  and  Loss  Account. 
Reasons  for  closing  the  Ledger: 

L  To  make  the  books  and  the  statements  agree. 

2.  To  mark  off  the  accounting  period. 

3.  To  show  the  results  of  the  period's  operations. 

Standards 

Neatness,  no  erasures,  accuracy,  completeness  and  good  penmanship 
are  absolutely  necessary  so  that  no  reflections  may  be  cast  upon  your  work. 

Examine  the  following  Trial  Balances  taken  from  Thurston   Dodd's 
Ledger. 
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No. 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 


Accounts 


Thurston  Dodds,  Capital... 
Thurston  Dodds,  Drawing 

Cash 

Bank 

G.  D.  Pew 

Geo.  Beaumont 

D.  C.  Delorme 

Furniture  and  Fixtures 

Truck 

W.  J.  Murray  &  Co 

E.  K.  Baxter  &  Son 

Notes  Payable 

Merchandise  Inventory 

Purchases 

Sales 

Rent 

Insurance 

Advertising 

Salaries 

General  Expenses 


January  1 


100 
5,000 


300 
800 


1,500 


10,700 


December  31 


25 

1,100 

9,250 

1,350 

250 

150 

300 

800 


1,500 
6,000 

600 
100 
225 
1,000 
400 


10,700—    10,700—    23,050—    23,050—    14,600—    14,600 


10,700 


1,100 

1,200 

500 


,9,550 


Final 
December  31 


1,100 
9,250 
1,350 
250 
150 
300 
800 


1,400 


11,800 


1,100 

1,200 

500 


To  make  the  Information  shown  by  the  Trial  Balance  easier  to  under- 
stand, we  should  draw  up  three  statements: 

(a)  Trading  and  Profit  and  Loss  Statement. 

(b)  Analysis  of  Capital. 

(c)  Balance  Sheet. 

The  first  problem  will  be  to  ascertain  the  value  of  the  unsold  stock  of  goods. 


The  Inventory  Sheet 

THE  WEARWELL  SHOE  COMPANY 

Fo.  7 

Inventory,  December  31,  19 — 

Department — Shoe 

Location — 4th  Floor 
Sheet  No.     /                                                                                 Priced  by     P.M. 

Called  by    B.C.                                                                       Extended  by    CD. 

Entered  by     D.E.                                                                       Added  by  CD. 

Approved  by  CM. 

V 

Quantity 

Description 

Unit 
Price 

Amount 

Total 

200 

1,000 

1,000 

100 

204 

Ladies'  Slippers 

3 

2 

20 
30 
20 
50 
50 

40 
300 
200 

— 

540 
860 

— 

Men' s  Slippers 

Children's  Slippers 

Men's  P.M.  Boots 

350 
510 

— 

Women's  M.M.  Oxfords 

Total 

1,400 

— 
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The  stock  clerk  keeps  a  record  of  the  goods  on  hand,  new  purchases 
received  and  deliveries  to  the  sales  room  for  sale.  When  the  stock  on 
hand  becomes  low,  the  head  buyer  is  notified  and  he  makes  out  a  requisition 
requesting  the  purchase  of  more  goods.  To  prove  that  the  book  record 
and  the  stock  on  hand  agree,  the  actual  number  of  pairs  of  shoes  or  units 
of  goods  on  hand  must  be  counted  at  least  once  a  year  and  listed  on  an 
Inventory  Sheet.  This  practice  is  called  taking  the  inventory  and  the 
total  value  of  the  goods  on  hand  is  called  the  Physical  Inventory. 

From  the  Trial  Balance  and  Inventory,  the  statement  showing  the  Net 
Profit  is  prepared  and  may  appear  as : 


THURSTON  DODDS,  Single  Trader 
Trading  and  Profit  and  Loss  Statement 

For  the  Year  January  1,  19 — ,  to  December  31,  19- 


— Income — 

Sales 

— Cost — 

On  hand  January  1st  at  cost 

Purchases 

Less  on  hand  December  31st  at  cost 
Cost  of  Goods  Sold 

Gross  Trading  Profit 

— Operating  Expenses — 

Rent 

Insurance 

Advertising 

Salaries 

General  Expense 

Total  Operating  Expense 

Net  Profit 


1,500 
6,000 


7,500 
1,400 


600 
100 

225 

1,000 

400 


9,550 


6,100 


3,450 


2,325 


1,125 


00 


00 


00 


00 


00 


The  Net  Profit  belongs  to  the  Capital  Account,  which  when  summarized 
appears  as: 

Analysis  of  Capital  Account 
December  31,  19 — 


Capital  January  1,  19 — 

Net  Gain 1,125  00 

Less  Drawing 25  00 


Capital  December  31,  19- 


10,700 
1,100 


11,800 


00 
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The  third  Statement  is; 


THURSTON  DODDS,  Single  Trader 
Balance  Sheet 

December  31,  19 — 


Assets 

Cash 

Bank 

G.  D.  Pew 

George  Beaumont 

D.  C.  Delorme 

Merchandise  Inventory 

December  31,  at  cost. 

Furniture  and  Fixtures.. 

Truck 


1,100 

00 

9,250 

00 

1,350 

00 

250 

00 

150 

00 

1,400 

00 

300 

00 

800 

00 

14,600 

00 

Liabilities  and  Capital 

\V.  J.  Murray  &  Co 

E.  K.  Baxter  &  Son 

Notes  Payable 


Total  Liabilities. 


Capital 
Thurston  Dodds,  Capital. 


1,100  00 
1,200  00 


500 


2,800 
11,800 


14,600 


00 


00 


From  these  statements  we  readily  obtain  answers   to  Mr.   Dodds' 


questions : 

Questions 

1.  Was  there  a  gain  or  loss? 

2.  What  am  I  worth? 

3.  How  did  I  make  the  gain  or  loss? 

4.  What  is  the  value  of  my  assets? 

5.  What  liabilities  have  I? 


Answers 
Net  Profit,  $1,125. 
Net  Capital,  $11,800. 
Gross  Profit,  $3,450  less 
Operating  Expenses,  $2,325. 
$14,600. 
$2,800. 


Our  problem  now  is  to  adjust  and  summarize  the  ledger  to  show  the 
facts  set  forth  in  these  statements.     That  is: 

(a)  The  Trading  and  Expense  Accounts  must  be  summarized  to  show 
a  gross  profit  of  $3,450  and  a  net  profit  of  $1,125. 

(b)  The  year's  business  must  be  marked  off. 

(c)  The  results  of  the  year's  business  must  be  shown. 


Purchases 


Merchandisi:  Inventory 


Sales 


Cost  of  Good.s  Sold      "6,100 
Gross  Trading  Profit     3,450 


Sales 


9,550 


Follow  the  arrows  for  the  Journal  Entries  and  post  ail  entries  as  soon 
as  each  is  made. 
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I.  Adjust  the  Inventory  Account: 


Dec. 


Dec. 


31 


31 


Purchases 

Mdse.  Inventory 

To  close  the  Inventory  Account. 


Mdse.  Inventory 

Purchases 

To  set  up  new  Inventory 
II.  Close  the  Purchases: 


Dec. 


31 


Trading 

Purchases 

To  close  the  Purchases  Account. 
III.  Close  Merchandise  Sales  to  Trading: 


Dec. 


31 


Sales 

Trading 

To  close  Sales  to  Trading. 


1,500 


1,400^ 


6,100- 


9,550— 


Next,  open  a  new  account — Profit  and  Loss. 

IV.  Close  the  Trading  Account  into  Profit  and  Loss  Account: 


Dec. 


31 


Trading 

Profit  and  Loss 

To  close  the  Trading  Account. 


3,450— 


1,500 


1,400 


6,100  — 


9,550 


3,450 


The  Trading  Account  now  shows  all  the  information  contained  in  the 
Trading  Statement,  page  80. 
V.  To  Close  the  Expense  Accounts 

The  next  step  is  to  gather  together  all  the  operating  expense  items 
and  show  them  opposite  the  Gross  Trading  Profit  in  the  Profit  and  Loss 
Account.     These  expenses  are : 

(J)  J^ent $600.00 

(il;   Insurance 100.00 

^hWl  ^d/ertising '''Z_      225!oO 

^lYrl  ^a^a"es..    1,000.00 

(V)  General  Expense 400.00 


Rent 


600- 


Insurance 


100 


600_—  -(6V  Rent 

^■''^       Insurance 

Advertising 
Salaries 
Gen.  Expense 
Net  Profit 


Advertising 


225- 


Salaries 


1,000— 


10    General  Expense 


Profit  and  Loss 


:©^ 


400  — 


40O— 


♦Red  ink. 


600— 

100 

225— 
1,000— 

400 
1,125— 


3,450— 


Gr.  Trading  Profit   3,450— 


Drawing 


Net  Profit 


3,450— 


1,125— 


1,125— 


12 

Capital       \\ZX 

Net  Capital* 

♦11,800— 

Drawing  a/c 
Net  Capital 

^■^10,700- 
^1,100— 

11,800— 

11,800— 

1 1 ,800— 
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The  Journal  entries  for  closing  these  accounts  are : 

Dec.    31     Profit  and  Loss 

Rent 

Insurance 

Advertising 

Salaries 

General  Expense 

To  close  the  above  accounts. 

VI.  Close  the  Profit  and  Loss  and  Drawing  Accounts: 


5 

2,325 

— 

6 

600 

7 

100 

8 

225 

9 

1,000 

10 

400 

Dec. 


Dec. 


31 


31 


Profit  and  Loss 

Thurston  Dodds,  Drawing.. 
To  close  Profit  and  Loss  Account. 

Thurston  Dodds,  Drawing 

Thurston  Dodds,  Capital.... 
To  close  Private  Account. 


5 
11 

1,125 

1,125 

11 
12 

1,100 

— 

1,100 

The  Profit  and  Loss  Account  now  shows  the  same  information  as  shown  in 
the  Profit  and  Loss  Statement.     Therefore,  the' Ledger  is  said  to  be  closed. 

Good  bookkeepers  would  check  their  work  at  this  point  to  insure  the 
ledger  being  in  balance.  We  shall  therefore  take  a  Final  Trial  Balance 
which  is  shown  on  page  79.  You  should  compare  the  Final  Trial  Balance 
with  the  Balance  Sheet  to  ensure  that  the  Final  Trial  Balance  contains  the 
same  information  as  is  shown  in  the  Balance  Sheet. 

Sometimes,  but  not  on  good  authority,  the  books  are  closed  without 
making  Journal  entries,  such  a  method  is  called  the  Direct  or  Red  Ink 
Method  and  should  not  be  used. 


SUMMARY 

Usually  at  the  end  of  the  year,  the  Trading  and  Expense  Accounts  are  sum- 
marized and  closed  to  make  the  books  show  the  same  information  as  in  the  State- 
ments and  to  mark  off  the  annual  period. 

By  means  of  Journal  entries,  amounts  are  transferred  from  one  account  to 
another. 
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Showing  closing  entries  as  they  would  appear  in  the  General  Journal. 
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Oral  Questions 

1.  By  what  means  does  the  bookkeeper  prove  debits  =  credits? 

2.  Why  is  the  Trial  Balance  unsatisfactory  for  the  manager's  use? 

3.  What  is  an  inventory?     When  is  it  taken?     Why?     How? 

4.  How  are  the  inventory  goods  priced? 

5.  From  the  statements,  the  manager  finds  that  the  gross  profit  is  satisfactory 

but  the  net  profit  is  unsatisfactory.     What  does  this  mean?     What  may  be 
done  to  improve  the  condition? 

6.  How  may  such  items  as  wages,  light,  rent,  taxes,  gas,  coal,  stationery,  be 

reduced? 

7.  What  is  meant  by  closing  the  ledger? 

8.  What  accounts  are  closed  when:  (a)  finding  the  gross  profit?  (b)  finding  the 

net  profit?  (c)  finding  the  net  worth? 

9.  How  often  are  the  books  closed? 

10.  What  are  other  names  for  the  Final  Trial  Balance? 

11.  What  accounts  in  the  Trial  Balance  are  entered  by  balances? 
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12.  What  accounts  in  the  Trial  Balance  are  entered  by  totals? 

13.  What  class  of  accounts  appear  in  the  Final  Trial  Balance? 

14.  What  errors  will  a  Trial  Balance  not  show? 

15.  What  is  an  accounting  period? 

16.  What  Canadian  law  requires  every  business  to  keep  records? 

17.  Into  what  account  is  each  of  the  following  accounts  closed?     Discount  off 

Sales;  Interest  Income;  Purchase  Returns;  Freight-in;  Donations;  Wages; 
Salaries;  Trading;  Drawing;  Sales  Returns;  Duty;  Sales,  Purchase;  General 
Expenses. 

18.  Give  the  journal  entry  to  close  each  of  the  following  accounts:  (a)  Purchases. 

(b)  Return  Purchases;  Duty;  Freight-in.  (c)  Inventory,  (d)  Sales 
Returns;  Sales,  (e)  Trading,  (f)  Freight-out;  Salaries;  Taxes;  Wages; 
Light  and  Heat;  Donations;  Postage;  Entertainment,  (g)  Discount  ofi 
Sales;  Interest  Expense,  (h)  Interest  Income;  Discount  off  Purchases. 
(i)  Profit  and  Loss,     (j)  Drawing. 

19.  What  is  the  difference  between  an  account  and  a  statement? 

20.  What  personal  qualities  should  a  bookkeeper  possess? 

Problems 

Make  Journal  entries  to  adjust  and  close  the  accounts  as  under  each  date. 
Open  a  Trading  Account,  a  Profit  and  Loss  Account,  Drawing  Account  and  a 
Capital  Account.     Post  your  Journal  entries  and  close  the  accounts.    ^ 


Problems 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

Year  Ended 

Jan. 
31 

Mar. 
31 

May 
31 

June 
30 

Sept. 
30 

Nov. 
30 

Feb. 
28 

Oct. 
31 

Apr. 
30 

July 
31 

1.  Sales 

3,700 

1,000 
4,500 

2,500 

4,000 
100 

200 

3,850 

350 

150 

5,000 
250 

750 

4,700 

350 

50 

350 

1,200 

20 

1,200 

120 
34 

400 
300 

103 
7,500 

6,000 
400 

800 

5,000 

200 

150 

2,000 
1,500 

30 

1,200 

130 

47 

250 

500 

70 

350 

125 

104 
12,000 

8,000 

1,000 
9,000 

2,000 
1,100 

500 

40 

120 

1,200 

140 
29 
300 
120 
700 

100 

75 
250 

220 

105 

1,000 

15,000 

9,000 
125 

2,000 
6,500 
100 
250 
130 
5,000 
800 

67 
600 
140 

30 
120 
840 

125 

18 

175 

220 

300 

120 

120 

79 

60 

25 

320 

106 

600 

14,000 

10,000 
200 

3,000 
7,000 
250 
155 
120 
6,000 
600 

210 
300 
200 
50 
85 
600 

135 

63 

150 

120 

300 

111 

96 

65 

120 

40 

150 

107 

485 

16,000 

12,000 
2,000 

2,500 
7,500 
500 
200 
130 
5,830 
700 

220 
200 
220 
40 
125 
800 

145 
130 
110 
140 
400 
119 
140 
125 
130 
100 
2,000 
127 
205 

17,000 

28,000 

2.  Sales  Returns 

3.  Inventory — 

beginning 

1,000 
4,000 

4.   Purchases 

9,500 

5.  Purchase  Returns.. 

6.  Freight-in 

500 
400 

7.  Duty 

150 

J  8.  Inventory — end 

^9.  Wages  paid 

1,000 
2,500 

10.  Discount  off 

Purchases 

220 

11.  Salaries  paid 

1,500 

12.  Discount  off  Sales.. 

13.  Interest  Expense... 

14.  Telephone 

180 

60 

140 

15.  Rent  paid 

2,400 

16.  Light,  Heat  and 

Water 

155 

17.  Interest  Income 

18.  Supplies  used 

140 
800 

19.  Legal  Expense 

20.  Fuel  used 

160 
1,200 

21.  Entertainment 

22.  Insurance  used 

23.  Postage 

117 
100 
135 

24.   Depreciation 

ISO 

25.  Cartage-out 

26.  Advertising  used... 

27.  Taxes 

1,000 
137 

28.  Drawing  Account.. 

29.  Capital  at 

beginning 

500 
15,500 

30.  Gross  Trading 

Profit 
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11.  Take  a  Trial  Balance  and  close  this  Ledger  by  Journal  entries.     Take  a 
second  Trial  Balance. 


Capital 


Drawing 


50—  I 
Cash 


977.30  I 
Furniture 


75—  I 
Sales  Returns 


19.25 
16.30 


Purchase  Returns 


Real  Estate 


5,170—  I 
J.  M.  Brown 


240—  I 
Wells  &  Co. 


250—  I 
Advertising  Expense 


25- 


5,000- 
500- 


24.95 
10.90 

24.95 


100- 


550- 


PosTAGE  Expense 


10—  I 
General  Expense 


75— 
60— 


Purchases 


1,550— 

1,610— 

875— 

150— 


Sales 


Interest  Expense 


15—  I 
Interest  Income 


30— 


5,370.05 


15— 
2— 


Rent  Income 

500— 

Notes  Payable 

725— 

1,175— 

Notes  Receivable 

1,850— 

500— 

Light  and  Heat 

Inventories:  Real  estate,  $5,170;  goods,  $1,865;  furniture,  $75. 

12.  Copy  the  following  accounts  in  a  fully  ruled  Ledger,  take  a  Trial  Balance, 
close  the  Ledger  by  Journal  entries.  Take  a  proof  Trial  Balance.  Use 
the  current  year. 


Capital 


Cash 


Oct.  15 

B.— 4 


I  Oct.  1 
Drawing 
200— 


3,500- 


Oct.  31 


Oct.  1 


1,244—  I 
Furniture 
700— 
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General  Expense 


Interest  Expense 


Oct. 

7 
20 
31 

85— 
1  OP- 
IS- 

Oct. 

12 
18 

22 

5.70 

2.30 

20.75 

Purchases 

Purchase  Returns 

Oct.  15 

Oct. 

31 

2,136— 

4.40 

Sales 

Sales  Returns 

Oct 

21 

17  50 

Oct.  15 

1,265— 

Notes  Receivable 

22 

500— 

31 

600— 

Oct. 

1 

350— 

Oct.  30 

200— 

15 

700— 

Real  Estate 

17 

200— 

Notes  Payable 

Oct. 

1 

3,000— 

Oct.    1 

2,500— 

Mdse.  Inventory 

15 

800— 

Oct 

1 

1,000— 

W.  Krammer 

Oct. 

7 

2,025—     Oct.  20 

600— 

Interest  Income 

F.  A.  Ash 

1 

10.50 

Oct.  14 

20 

8  — 

Oct 

15 

500— 

Oct.    5 

1,980— 

24 

6.35 

10 

336— 

Inventories,  Oct.  31 :  Furniture,  $700;  mdse.  inventory  at  cost,  $2,300;  real 
estate,  $3,000. 

13.  Make  the  entries  to  close  the  Ledger  represented  by  the  follovv^ing  Trial 
Balance.     Take  a  Proof  Trial  Balance.     Do  not  close  the  Drawing  Account. 


Trial  Balance 

June  30th 

Fo. 

Accounts 

Dr. 

Cr. 

1 

W.  S.  King,  Capital 

150 

5,600 

3,800 

29 

16 

330 

150 

1,150 

50 
170 

30 
70 

8,000 
3,000 

20 

426 

2 

W.  S.  King,  Drawing 

3 

Cash 

4 

Purchases 

5 

Freight-in 

6 

Sales 



7 

Delivery  Expense 

8 

General  Expense 

9 

Furniture  and  Fixtures 

10 

Real  Estate 

11 

Purchase  Returns 



12 

Sales  Returns 

13 

Salaries 

14 

Notes  Payable 



11,446 

11,446 

Inventories:  Merchandise,  $1,500;  real  estate, 
S150. 


,150 ;  furniture  and  fixtures, 


CHAPTER  XII 

SPECIAL  COLUMNS  IN  THE  CASH  JOURNAL 

Word  Study:  Special  column,  infrequent,    accounts   receivable,    accounts 
payable,  general. 

By  ruling  special  columns  in  the  journals,  time  and  labour  may  be 
saved  and  the  number  of  errors  reduced.  Any  transaction  which  occurs 
frequently  may  be  entered  in  a  special  column  while  infrequent  trans- 
actions may  be  entered  in  a  general  column.  Special  columns  are  often 
used  in  business. 

Transactions:  Cash  Receipts 

Jan.    2.  D.  H.  Bailey's  cash  balance  was  $1,500. 

3.  Cash  sales,  $10. 

4.  Cash  sales,  $15. 

5.  Received  cash,  $75,  from  E.  Baxter  on  account. 

6.  Cash  sales,  $20. 

8.  Received  a  cheque,  $50,  from  G.  M.  Bell  on  account. 
10.  Cash  sales,  $19. 
14.  Cash  sales,  $30. 

Cash  Journal 
2  CASH  RECEIPTS  JOURNAL 


Date 


19— 
Jan. 


Accounts  Cr. 

D.  H.  Bailey,  Capital 

E.  Baxter 

G.  M.  Bell 

Sales Cr. 

Accounts  Receivable Cr. 

General Cr. 

Cash Dr. 


Explanation 

Balance 

Sales 

Sales 

On  account 

Sales 

On  account 

Sales 

Sales 

Total 


Fo. 


Net 

Amount 

Dr. 


1,500 
10 
15 
75 
20 
50 
19 
30 


94 

125 

1,500 


Sales 
Cr. 


Accounts 

Receivable 

Cr. 


General 
Cr. 


1,500 
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LEDGER 

1  D.  H.  Bailey,  Capital  4  Sales 


I  1,500—  I  94- 

E.  Baxter  5  Cash 


75—  1,719— 


G.  M.  Bell 


I  so- 

Oral  Questions 

1.  Why  are  all  amounts  entered  in  Net  Cash? 

2.  What  is  the  meaning  of  Net  Cash? 

3.  If  all  amounts  are  entered  in  the  Sales  column,  the  General  column  or  the 

Accounts  Receivable  column,  what  use  may  be  made  of  the  total  of  these 
three  columns? 

4.  Why  is  Sales  entered  in  Net  Cash  column  below  the  double  ruling? 

5.  Why  is  there  a  check  mark  before  125  and  1,500  in  the  Net  Cash  column? 

6.  If  a  special  column  were  not  used  for  Sales,  how  many  postings  would  there 

be  in  the  Sales  Account? 

7.  What  labour  saving  is  effected  by  using  the  special  columns? 

8.  When  is  a  special  column  justified? 

9.  How  many  special  columns  are  used  in  this  example? 

10.  Describe  how  a  special  column  is  posted. 

11.  Why  is  not  the  total  of  Accounts  Receivable  posted? 

12.  Is  the  Ledger  in  balance?     Why? 

13.  When  is  an  entry  made  in  the  Sales  column? 

14.  W^hen  is  an  entry  made  in  the  Accounts  Receivable  column? 

15.  Describe  how  to  post  the  Sales  column. 

Transactions:  Cash  Payments 

Jan.    2.  Paid  M.  Connor,  $150  on  account. 

3.  Paid  for  supplies,  $11;  Cash  Purchases,  $120. 

4.  Paid  Rent,  $100. 

6.  Paid  weekly  Wages,  $22;  Cash  Purchases,  $80;  Paid  Salaries,  $25. 

8.  Cash  Purchases,  $30. 

9.  Paid  Telephone  bill,  $12. 
10.  Cash  Purchases,  $35. 

14.  Cash  Purchases,  $50;  Paid  M.  E.  Cleary  on  account, 
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3 

Date 

Accounts  Dr. 

Explanation 

Fo. 

Net 
Amount 

Purchases 
Dr. 

.'\CCOUNTS 

Payable 
Dr. 

General 
Dr. 

19— 
Jan. 

2 
3 
3 
4 
6 
6 
6 
8 
9 
10 
14 
14 

14 
14 
14 

14 

On  account 

6 
7 
V 
8 
9 
V 
10 
V 
8 
V 
V 

11 

12 

V 
V 

13 

ISO 
11 
120 
100 
22 
80 
25 
30 
12 
35 
50 
38 

— 

120 

80 

30 

35 
50 

— 

150 
38 

11 

100 

22 

25 
12 

— 

General  Expense. 

Purchase  Invoice..  #  1 
Rent 

_ 

To  date 

— 

Purchase  Invoice..  #2 
To  date 

_ 

General  Expense. 
M.  E.  Cleary 

Purchase  Invoice..  #3 

_ 

Purchase  Invoice..  #4 
Purchase  Invoice..  #5 

Purchases Dr. 

Accounts  Payable Dr. 

General Dr. 

Cash Cr. 

Total 

673 

— 

315 

188 

170 

— 

315 
188 
170 

— 

673 

1 

Postii 

6 

• 

tig 

LEDG 

M.  Connor 

ER 

10 

11 
12 
13 

Salaries 

25— 
M.  E.  Cleary 

38— 
Purchases 

150— 
7                      Office  Supplies 

11— 
8                  General  Expense 

lOO— 
12— 

9                              Wa 

GES 

315— 
Cash 

22— 


673- 


Oral  Questions 

1.  Why  is  there  a  special  column  for  Purchases? 

2.  Describe  how  Purchases  is  posted. 

3.  What  check  is  there  that  this  work  is  correct? 

4.  From  which  column,  the  Net  Amount  or  General,  are  the  accounts  posted? 

5.  What  savings  in  posting  are  effected? 

6.  Why  is  General  entered  below  the  double  line? 

7.  Why  are  ticks  put  in  the  folio  column? 

8.  Why  are  the  Purchases  entered  only  in  the  Explanation  column? 

9.  Is  an  Accounts  Payable  column  justified  in  this  example? 

10.  Is  the  Ledger  in  balance? 

11.  Describe  how  the  special  column  for  Purchases  is  entered,  posted. 

12.  When  is  an  entry  made  in  the  Purchase  column? 

13.  When  is  an  entry  made  in  the  Accounts  Payable  column? 

14.  Why  are  ticks  used  before  some  amounts  and  numbers  before  others? 
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Type  I^All  payments  made  by  cash,  no  bank  account  being  kept  in 
the  ledger. 

In  many  businesses,  the  Cash  Receipts  and  Cash  Payments  are 
entered  on  a  double  sheet.  The  present  exercise  when  entered  in  such  a 
Cash  Book  would  appear  as: 


Dr. 


CASH  RECEIPTS 


Date 

Accounts  Cr. 

Explanation 

Fo. 

1 

V 
V 
2 
V 
3 
V 
V 

4 

V 

V 

Amount 

Sales 
Cr. 

Accounts 

Receivable 

Cr. 

General 
Cr. 

19— 

Jan. 

2 
3 
4 
5 
6 
8 
10 
14 

14 
14 
14 

14 

D.  H.  Bailey,  Cap 

l.SOO 
10 
15 
75 
20 
50 
19 
30 

— 

10 
15 

20 

19 
30 

— 

75 
50 

- 

1,500 

E.  Baxter  

Sales                 .     .  .    . 

Sales  

G.  M.  Bell 

Sales 

Accounts  Receivable- 
General 

Balance 

...Cr. 
...Cr. 
...Cr. 

Sales 

Total  .. 

1,719 

— 

*    94 

125 

1,500 

• 
Down 

94 

125 

1,500 

' 

1.719 

— 

19— 
Jan. 

1,046 

1,046 

14 


CASH  RECEIPTS 


Date 


19— 

May 


Accounts  Cr. 


Geo.  King,  Cap... 

J.  Weeks 

Notes  Receivable 

Sales 

Sales 

B.  Sharpe 

Sales 


Explanation 


Balance 

On  account 

B.R.   #1 

Petty  Sales. 
Petty  Sales. 
On  account 
Petty  Sales. 


Fo. 


Net 
Amount 


2,000 
194 
125 
1 
12 
116 
180 


Accounts 

Receivable 

Cr. 


D.  OFF  S. 
Dr. 


60 


General 
Cr. 


2,000 


125 

1 

12 
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CASH  PAYMENTS 


Cr. 


Date 


19— 
Jan. 


Accounts  Dr. 


M.  Connor 

Office  Supplies 

Expenses 

Wages 

Salaries 

Expense 

M.  E.  Cleary 

Purchases Dr 

Accounts  Payable Dr. 

General Dr, 

Balance Dr, 


Explanation 


On  account 
Stationery.. 
Purchases... 

Rent 

To  date 

Purchases... 

To  date 

Purchases... 
Telephone.. 
Purchases... 
Purchases.., 
On  account 


Fo. 


Net 
Amount 


150 
11 
120 
100 
22 
80 
25 
30 
12 
35 
50 
38 


673 


315 

188 

170 

1,046 


1,719 


Purchases 
Dr. 


Accounts 

Payable 

Dr. 


38 


General 
Dr. 


100 

22 


CASH  PAYMENTS 


15 


Date 

Accounts  Dr. 

Explanation 

Fo. 

Net 
Amount 

Accounts 

Payable 

Dr. 

D.  off  P. 
Cr. 

General 
Dr. 

IP- 
May 

2 
3 
4 
5 
8 
10 
11 

Rent 

100 
10 

192 

8 

11 

14 

291 

50 

200 
300 

- 

8 
9 

- 

100 
10 

8 
11 
14 



50 

Expense 

Office 

— 

To  date 
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Problems 

1.  What  transactions  are  represented  by  the  entries  in  the  second  cash  book  on 

pages  94  and  95.  Rule  and  copy  this  exercise  into  your  work  book,  total 
the  columns,  post  and  take  a  trial  balance. 

2.  Rule  a  Cash  Journal  with  special  columns  for  Cash  Purchases  and  Cash  Sales. 

Provide  also  for  Net  Cash  and  General  columns. 
Sept.     1.  Allan  Dover's  balance  of  cash  was  $1,800. 

2.  Paid  John  Crossley  for  rent,  cash,  $150. 

3.  Bought  of  Lownes  &  Co.  for  cash,  goods,  $517.60. 

4.  Sold  Andrew  Seggie  for  cash,  goods,  $101.65. 

5.  Paid  Henry  Rogers  cash  for  coal,  $9.60. 

6.  Sold  Catherine  Seymour  for  cash,  goods,  $18.40;  bought  stationery 
of  Grand  Bros,  for  cash,  $3.25;  sold  Harry  Davidson  for  cash, 
goods,  $82.15. 

8.  Remitted  to  Martin  Murray  on  account  for  goods,  $120.  Paid 
bookkeeper's  salary  in  cash,  $25. 

9.  Cash  purchase  of  goods  from  J.  L.  Murphy,  $222. 
10.  Mr.  Dover  withdrew  cash,  $50. 

Total  your  Cash  Journal,  rule  off  and  bring  down  the  balance.  Post  to  a 
Ledger  and  take  a  Trial  Balance.  How  do  special  columns  save  labour 
in  posting? 

3.  Continue  the  above  Cash  Journal. 

Sept.  11.  Sold  to  Joe  McCatty  goods  for  cash,  $702.75;  to  M.  Leavens  for 
cash,  goods,  $280.95;  to  Peter  Sands  for  cash,  goods,  $87.62. 

12.  Bought  a  new  office  desk  for  cash,  $70.  Paid  membership  in  the 
Board  of  Trade,  $12;  also  for  telegram,  $1.70,  and  stamps,  $4. 

14.  Paid  clerk's  salary  for  half-month,  cash,  $40,  and  bookkeeper's 
salary,  $25. 

Total  your  Cash  Book,  rule  off  and  bring  down  the  balance.  Post  to  the 
same  ledger  as  in  2  and  take  a  Trial  Balance.  W^hat  difficulty  arises  in 
posting  the  cash  to  an  account  in  the  ledger? 

4.  Continue  the  above  Cash  Book. 

Sept.  16.  Mr.  Dover  withdrew  $75.     Cash  sale  of  goods,  $223.75. 

18.  Paid  advertising  bill  in  cash,  $35.50;  paid  freight  in  cash,  $16.50. 

19.  Cash  purchase  of  goods,  $325. 

22.  Paid  for  cleaning  the  store,  $5.     Paid  bookkeeper's  salary,  $25. 
24.  Sundry  cash  sales,  $360.90. 

26.  Paid  advertising  bill,  $36.50.     Cash  sales,  $127.80. 

27.  Paid  taxes,  $120,  and  light  bill,  $14.50. 

28.  Cash  sales.  $250.60.  Bought  of  York  Trading  Co.  for  cash, 
goods,  $316.90. 

29.  Cash  sales,  $450.     Paid  sundry  expenses,  $12.15. 

30.  Cash  sales,  $275.     Paid  clerks'  salaries,  $40;  bookkeeper's  salary, 
$25.     Mr.  Dover  withdrew  $75. 

Balance  and  post  your  Cash  Book,  take  a  Trial  Balance. 

5.  Commencing  with  the  cash  balance  as  at  September  16th,  rule  another  Cash 

Journal  with  columns  on  the  debit  side  for  Net  Amount;  Sales;  General; 
and  on  the  credit  side  for  Net  Amount ;  Purchases ;  Expense ;  General.  Enter 
salaries,  wages,  taxes,  cleaning  and  like  items  in  the  Expense  column.  After 
you  have  posted  this  exercise,  state  where  a  saving  in  labour  has  been  made. 


CHAPTER  XIII 

SPECIAL  COLUMNS  FOR  CASH  DISCOUNT 
AND  INTEREST 

DISCOUNT  OFF  PURCHASES 

Word  Study:  Discount  off  purchases,  cash  discount,  nearest  cent,  reduction, 
purchase  discount,  invoice. 

When  a  merchant  buys  goods  from  a  wholesaler,  he  agrees  to  pay  for 
the  goods  in  10,  20  or  30  days.  The  wholesaler  may  offer  him  a  reduction, 
discount  off  purchases,  if  he  pays  the  bill  any  time  before  the  tenth  day. 
Sometimes  goods  are  sent  C.O.D.,  which  means  that  cash  must  be  paid 
at  the  time  the  goods  are  delivered. 


Transaction 


to  pay  their  invoice  of  May  1st, 


May  8.  Remitted  to  Dyer  &  Co.  cheque  for 
$100  less  3%  discount. 
Received  an  invoice  of  goods,  $250  from  Troy  &:  Brown,  terms  C.O.D. 

Entry 


Cash  Payments 

Date 

Account  Dr. 

Explanation 

Fo. 

Net 

Amount 

Cr. 

Purchases 
Dr. 

Discount 

OF 

Purchases 
Cr. 

Accounts 

Payable 

Dr. 

General 
Dr. 

IP- 
May 

8 
8 

Dyer  &  Co 

Invoice  #  1  May  1 
Invoice  #2  May  8 

1 

97 
250 

- 

250 



3 

- 

100 

— 

347 
(4) 

— 

250 

V-) 

— 

3 
(3) 

— 

100 

When  you  post  these  entries  in  your  ledger,  you  must  remember  that 
since  you  have  settled  for  these  invoices,  your  ledger  must  show  this  truth. 


Posting 


Dyer  &  Co. 


Discount  off  Purchases 


100—  I 
Purchases 


3— 


Cash 


250— 


347— 


You  can  see  that  your  ledger  is  in  balance.     The  discount  off  purchases 

is  a  profit  and  will  be  added  to  the  gross  trading  profit  after  the  expenses 

have  been  deducted. 

Problems 

Note:  Calculate  the  discounts  to  the  nearest  cent.  Enter  these  transactions 
in  a  Cash  Payments  book  having  columns  for  Net  Amount,  Discount  off  Purchases, 
Accounts  Payable,  and  General. 

97 
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1.  Remitted  cheques  to  pay  for  the  following  invoices  and  to  take  the  cash 
discounts: 

No.  1  to  J.  B.  Earle,  invoice  dated  May  1,  S300  less  3%. 

2  to  W.  H.  Easey,  invoice  dated  May  10,  S200  less  23/^%. 

3  to  S.  I.  Easser,  invoice  dated  May  15,  $250  less  2%. 

Post  to  your  Ledger  and  take  a  Trial  Balance.     Close  the  book. 


2.  Enter  in  your  Cash  Payments  Journal,  the  following  payments. 

were  taken. 

No.  4  to  W.  T.  Edwards,  bill  of  June  1,  S400,  2/10,  n/30. 

5  to  W.  R.  Edge,  bill  of  June  15,  S500,  23^/10,  n/30. 

6  to  J.  R.  Edgeley,  bill  of  June  20,  $252.43,  3/10,  n/30. 

Post  to  your  Ledger  and  take  a  Trial  Balance. 

3.  What  transactions  may  be  represented  by  the  following  entries? 


Discounts 


Cash  Payments 


Date 


Apr. 


Accounts  Dr. 


Doane  &  Co 

A.  R.  Edney 

T.  H.  Edmonds. 
Payroll 


Explanation 


Invoice  March  22,  2/10,  n/30. 
Invoice  March  30,  3/10,  n/30. 
Invoice  April  2,  2/10,  n/30 


Discount 

Net 

OFF 

Accounts 

Fo. 

Amount 

Purchases 

Payable 

General 

Cr. 

Cr. 

Dr. 

Dr. 

270 

09 

5 

51 

275 

60 

352 

01 

10 

89 

362 

90 

247 

.SO 

247 

50 

300 

— 

300 

■ 

SALES  DISCOUNT 
Word  Study 

Discount  off  sales,  sales  discount,  cash  discount. 

When  a  merchant  sells  goods,  he  frequently  ofTers  the  customer  a 
reduction,  discount  ofif  sales,  for  prompt  payment,  because  the  longer  a 
debt  runs  the  more  difficulty  there  is  in  collecting  the  money. 

Transaction 

May  1.  Received  from  R.  W.  Faber  his  cheque  for  $132.30  to  pay  invoice  of 
April  20th,  SI 35  less  2%. 
1.  Sold  Wm.  Goforth  an  invoice  of  goods,  $240,  terms  C.O.D. 


Entries 


Cash  Receipts 

Date 

Accounts  Cr. 

Explanation 

Fo. 

Net 

Amount 

Dr. 

Discount 

OFF 

Sales 
Dr. 

accol-nts 
Receiv- 
able 
Cr. 

General 
Cr. 

19— 

1 
1 

R.  W.  Faber 

Bill  April  20  less  2% 

3 

4 

132 
240 

30 

2 

70 

135 

— 

240 

Sales   

C.O.D 

— 

372 
(t) 

30 

2 
(2) 

70 

135 

— 

240 

— 
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Posting 

1 


Cash 


R.  W.  Faber 


372.30  I 
Discount  off  Sales 


135— 


Sales 


2.70 


240— 


Sales  Discount,  $2,70,  is  an  expense  and  will  be  deducted  from  the  Gross 
Trading  Profit. 

Problems 

Note:  Calculate  discounts  to  the  nearest  cent. 
Enter  these  transactions  in  your  four-column  Cash  Receipts  Book. 
1.  April  1.     Received  the  following  cheques  from: 


Customer 


A.  C.  Falls 

C.  O.  Faloon.. 
L.  J.  Falkner. 
Jacob  Fancy.. 


Cheque 


$196  — 

291  — 

97.50 

123.66 


Number  and 
Date  of  Invoice 


#1 
#2 
#3 
#4 


March  21 
"  22 
"      23 

"      24 


Amount  of 
Invoice 


$200  — 
300  — 
100  — 
126.18 


Discount 


2% 
3% 
23^% 
2% 


Post  and  take  a  Trial  Balance. 


2.  Enter  in  a  four  column  Cash  Book,  the  following  cheques: 


Date 
Received 

Amount  of 
Cheque 

Terms 

Amount  of 
Invoice 

Customer 

April 

2 

2 

7 

10 

$110.25 

171.60 

65.77 

115  — 

2/10,  n/30 
2/10,  n/60 
3/10,  n/30 
Net 

$112.50 

175.10 

67.80 

115  — 

G.  B.  Felton 
R.  N.  Fellows 
T.  M.  Fender 
M.  B.  Fennell 

Post  and  take  a  Trial  Balance. 


3.  What  transactions  may  be  represented  by  the  following  entries? 


Cash  Receipts 


Date 


IP- 
Apr. 


Accounts  Credit 


F.  L.  Fielding... 
A.  S.  Fienberg., 

A.  A.  Fife 

F.  H.  Fife 


Explanation 


Bill  Apr.  5.  2/10,  n/30.. 

•'     6.  3/10,  n/30.. 

"    15,  4/5,  n/20.,., 

"       "    20  Net 


1 

Discou 

ntI 

Accounts 

Net 

off 

Receiv- 

Fo. 

Amount 

Sales 

able 

General 

Dr. 

Dr. 

Cr. 

Cr. 

107 

80 

2 

20 

110 

_ 

116 

40 

3 

60 

120 

— 

134 

40 

5 

60 

140 

— 

250 

— 

250 

Post  and  take  a  Trial  Balance. 
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Word  Study 

Notes  receivable,  interest  income,  holder,  payer,  J  ace,  falls  due. 

When  a  note  falls  due,  the  holder  should  receive  from  the  payer  the 
amount  stated  on  the  face  of  the  note.  Frequently,  an  additional  amount 
is  received  for  interest.     The  interest  received  is  Interest  Income. 

Transaction 

May  2.  Received  from  H.  R.  Fitzf^erald  a  cheque  for  $201.08  to  setde  his  $200 
note  and  interest  thereon,  SI. 08. 

Entry 


Cash  Receipts 

Date 

Accounts  Cr. 

EXPLANATION 

Fo. 

Net 

Amount 

Dr. 

Notes 
Receiv- 
able 
Cr. 

Interest 

Income 

Cr. 

General 
Cr. 

19— 

May     2 

B.R.     #1   

201  08 
(1) 

200 

(2) 

— 

108 

(3) 

Posting 

1  Cash 


Notes  Receivable 


Interest  Income 


201.08 


200— 


1.08 


Interest  Income  is  a  profit  and  is  added  to  the  gross  trading  profit  after  the 
expenses  have  been  deducted. 

Problems 

1.  Enter  the  following  transactions  in  your  Cash  Receipts  Journal  providing 

therein  special  columns  for  Notes  Receivable,  Interest  Income,  Net  Cash, 
and  General: 

Sept.  1,  John  Rea  paid  us  for  his  note  to-day,  face,  8200,  interest,  S3. 00. 

2.  Robert  Young  sent  us  a  cheque  to  settle  his  note,  face  of  note,  S300, 
interest,  S3. 50. 

3.  Lome  Bailey  remitted  his  cheque  to  retire  his  note  which  we  hold, 
face  of  note,  S750,  interest,  S3. 70. 

4.  Arthur  Hynes  redeemed  his  note  by  cheque  for  $352.18,  face  of  note, 
$350,  interest,  S2.18. 

5.  D.  C.  Maxwell  forwarded  his  cheque  to  pay  his  note,  face,  $325. 
Total  your  Cash  Book  and  take  a  Trial  Balance. 

2.  These  notes  receivable  have  been  settled  during  the  month  of  October.     Enter 

the  data  in  a  Cash  Receipts  Journal  having  columns  for  Net  Cash,  Notes 
Receivable,  Interest  Income,  General. 


Date 

No. 

Maker 

Face 

Interest 

Total 

Oct. 

2 
7 

14 
21 
29 

6 
7 
8 
9 
10 

M.  C.  Wallace 

$250 
316 
128 
326 
112 

$2.15 

4.18 

.75 

2.52 

$252.15 

J.  W.  McAndrew 

320.18 

C.  N.  Cochrane 

128.75 

M.  B.  Ferguson 

328.52 

W.  T.  Brown 

112  — 
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Word  Study 

Notes  Payable,  Interest  Expense,  retired. 

We  must  pay  our  own  notes  when  they  fall  due  and,  if  they  bear 
interest,  we  must  pay  an  additional  sum  for  the  interest.  The  interest 
paid  is  Interest  Expense. 

Transaction 

Remitted  to  Charles  Meadows  a  cheque  for  $303.11  to  pay  our  note,  $300, 
and  interest,  $3.11. 

Entry 


Cash  Payments 

Date 

Account  Dr. 

Explanation 

Fo. 

Net 

Amount 

Cr. 

Notes 

Payable 

Dr. 

Interest 

Expense 

Dr. 

General 
Dr. 

B.P.  #1      

303  11 
(4) 

300  — 
(5) 

3  11 
(6) 

Posting 

4  Cash 


Notes  Payable 


303.11 


300 


Interest  Expense 


3.11 


Interest  expense,  being  an  expense,  is  deducted  from  the  gross  operating 
profit.  Where  notes  are  recorded  in  a  Bills  Receivable  or  a  Bills  Payable 
Journal,  a  memo  should  be  made  therein  when  each  note  was  retired. 


NOTES  RECEIVABLE  DISCOUNTED 
Word  Study 

Notes  Receivable  Discounted,  acceptance,  maturity,  discount,  collection 
charge. 

A  common  practice  among  merchants  is  to  sell  notes  receivable  and 
acceptances  to  a  bank.  The  banker  will  charge  discount  for  the  time  the 
notes  have  to  run  until  they  are  due  and  he  may  also  make  a  collection 
charge  of  ^%  to  }i%  (minima  15c.  to  25c.)  of  the  face  value  of  each  note. 

Transaction 

Sold  to  the  Merchant's  Bank,  W.  Riley's  60-day  note,  face  $400,  15  days  before 
the  due  date.     The  discount  was  $1.00  and  the  collection  charge  was  \%. 

Solution 

Face  of  note $400.00     (Notes  Receivable) 

Discount 1.00     (Bank  Discount) 

Proceeds 399.00 

Collection  ^io  of  $400 .50     (Exchange  and  Bank  Charges) 

We  receive  on  deposit $398.50     (Net  Amount) 
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Cash  Receipts 


Date 

Accounts  Cr. 

Explanation 

Fo. 

Net 

Amount 

Dr. 

Notes 
Receiv- 
able 
Cr. 

Interest 

Income 

Cr. 

General 
Cr. 

B.R.   #2     

7 

398  50 

(9) 

400  — 

Cash  Payments 


Date 


Accounts  Dr. 


Explanation 


On  B.R.   #2  Discounted. 


Fo. 

Net 

Amount 

Cr. 

Interest 

Expense 

Dr. 

Ex.  and 

Bank 

Charges 

Dr. 

1  — 

(8) 

50 
(10) 

General 
Dr. 


Posting 

7  Notes  Receivable 

9  Cash 

398.50 


Interest  Expense 


400— 


10 


1- 


Exchange  and  Bank  Charges 


.50 


Bank  Discount  is  an  expense  and  is  therefore  a  debit ;  exchange  and  bank 
charges  are  also  expenses.  These  expenses  will  be  deducted  from  the 
gross  trading  profit. 

Infrequent  expense  items  are  usually  entered  in  a  special  column 
headed  General  Expense.  Entries  in  the  General  Expense  Account 
should  be  few  and  relatively  small  in  total. 

Problems — Type  I 

1.  Record  the  following  transactions  in  a  Cash  Book  with  columns  on  the 

Debit  side — Net  Amount,  Sales,  Discount  off  Sales,  Accounts  Receivable, 

Interest  Income,  General. 
Credit  side — Net   Amount,    Purchases,    Discount   off   Purchases,   Accounts 

Payable,    Notes   Payable,  Interest  Expense,  General  Expense 

and  General. 
Nov.  1.  K.  L.  Ball's  balance  of  cash  on  hand  was  $2,700. 

2.  Cash  sales,  $250;  S.  A.  Ballard  settled  his  note,  face  $350,  interest 
$2;  R.  W.  Barber  remitted  for  Invoice  No.  1,  $200  less  2%;  paid 
November  rent,  $100;  paid  our  note,  $400  with  interest,  $3;  bought 
office  safe,  $150  cash. 

3.  Paid  cash  for  Purchase  Invoice  No.  1,  $500  less  2%;  cash  sales,  $350; 
paid  last  month's  phone  bill,  $12;  received  cheque  from  Birch  &  Co. 
for  invoice  dated  Sept.  30th,  $400  less  2%;  paid  Barrett  &  Co.  for 
their  invoice  dated  Sept.  25th,  $700  less  2%. 

4.  Cash  sales,  $800.  N.  Banting  paid  his  acceptance  due  to-day,  $210; 
received  from  Brown  &.  Co.  cheque  to  retire  their  note,  face  $600  and 
interest,  $5;  paid  for  cleaning,  $10;  paid  E.  M.  Barr  &  Co.  for  their 
bill,  $200  less  2%;  paid  our  note  favour  Bartho  &  Bro.,  $600  and 
interest,  $10;  paid  advertising  bill,  $120;  cash  purchases, 
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Nov.  5.  Cash  sales,  $1,200;  E.  Bickett  paid  his  account,  $200  less  2%; 

discounted  at  the  bank  an  acceptance,  $1,000  discount  charged,  $3; 

bank  charges,  $2. 
Rule  and  total  the  Cash  Book,  post  to  a  Ledger  and  take  a  Trial  Balance. 
What  column  would  you  suggest  adding  to  the  debit  side  and  what  column 
may  be  taken  from  the  credit  side? 

Enter  the  following  data  in  a  Columnar  Cash  Journal  having  these  columns: 
Debit  side — Net  Amount,  Accounts  Receivable,  Discount  off  Sales,  Cash 

Sales,  Notes  Receivable,  Interest  Income,  General. 
Credit  side — Net  Amount,  Accounts  Payable,  Discount  off  Purchases,  Notes 

Payable,  Interest  Expense,  General. 
Dec.  1.  Balance  on  hand,  $2,000.15.  Cheques  were  received  to  pay  the 
following  invoices  and  accounts:  George  Byers,  invoice  No.  1,  $150 
less  2%;  Samuel  Brown,  invoice  No.  4,  $220  less  3%;  Joe  Bragg, 
Invoice  No.  7,  $130  less  2%;  Richard  King,  invoice  No.  11,  $170  net; 
C.  A.  Harris  on  account,  $32.50;  D.  B.  Jordan  on  account,  $126.30; 
cash  sales  for  the  day,  $218.90;  E.  Everitt's  draft  fell  due  to-day  and 
was  paid  by  cheque,  $19.70;  F.  Saunder's  30-day  note  was  due  and 
paid,  $110  and  interest,  $1.20;  George  English,  a  friend,  who  had 
borrowed  $25  last  month   (Drawing  a/c)  repaid  it. 

2.  Paid  rent  of  store  by  cheque,  $200.  Paid  the  following  purchase 
invoices:  Humphrey  &  Co.,  invoice  No.  101,  $250,  less  2%;  French 
&  Son,  invoice  No.  102,  $360,  less  2%.  Our  note  for  $350  fell  due 
and  was  paid  by  cheque,  interest  $2.30.     Cash  sales,  $552. 

3.  Received  cheques  for  the  following  accounts:  R.  Salmon,  $160.20; 
less  $2.20;  I.  Fasken,  $114.70  less  2%;  R.  Smailes,  $12.70;  John 
Blair,  $87.60;  K.  Edison  paid  his  draft,  $28.50;  J.  Long  paid  his 
note,  $77  and  interest,  $3.21.  Cash  sales,  $487.20.  Paid  the 
following  expenses:  bank  charges,  $1.75  (expense);  ofifice  supplies, 
$42.50;  insurance,  $32;  extra  help  in  the  office,  $2.50  (expense); 
telephone,  $12.95  (expense).  Paid  by  cheque  our  acceptance 
(B.  Payable  No.  5),  $315.80.  Bought  and  paid  for  a  new  type- 
writer, $150. 

4.  Paid  the  following  purchase  invoices:  Kelley  &  Co.,  $350  less  3%; 
Jones  &  Son,  $457  less  2%;  Kahn  &  Klein,  $390  less  2%. 

Balance  the  Cash  Book,  post  and  take  a  Trial  Balance.     Why  are  the 
columns  arranged  as  here  given? 


CHAPTER  XIV 

SPECIAL  COLUMNS  FOR  BANK 

Word  Study:  Bank,  till,  deposit,  cheque,  petty,  petty  cash. 

Generally  speaking,  the  smaller  the  amount  of  cash  kept  in  the  office 
till  and  the  more  regularly  cash  is  daily  deposited  in  the  bank,  the  better 
the  cash  will  be  guarded.  The  total  cash  receipts  should  be  deposited 
daily  and  all  payments  made  by  cheque. 


Cash 

Receipts 

Payments 

1 

Office  Till 

Bank 

Cheque 

Petty  Cash 

Where  the  cash  is  kept  partly  i7i  the  till  and_^  partly  in  the  bank,  a 
record  should  be  kept  of  all  changes  in  each  amount.  This  record  will 
include : 

Cash  (Till)  Bank 


Receipts 
from  all  sources 


Payments 

(a)  General 

(b)  Deposits 


Deposits 


Withdrawals 
usually  by  cheques 
issued 


Transactions 

Nov.  5.  K.  L.  Ball,  whose  Cash  balance  is  $4,619,  plans  to  keep  bank  columns  in 
the  Cash  Journal  and  requests  you  to  deposit  $4,500  in  the  Merchant's 
Bank. 

Nov.  5.  Paid  the  week's  wages  by  cheque,  $200;  paid  for  supplies  in  cash,  $10; 
cash  sales,  $700;  W.  Beamer  paid  $300  on  account.     Deposited,  $1,000. 

Type  II — Payments  by  Cash  and  Cheque 

Cash  Receipts 


Account  Cr. 

Explanation 

Net 

General 

Date 

Amount 

Sales 

Fo. 

1 
4 

Amount 

Bank  JJR. 

19— 

1 

5 
5 
5 

K.  L.  Ball's 

4,619 

700 
300 

— 

700 

- 

4,619 
300 

— 

4.500 
1,000 



Sales 



S.619 

(2) 

— 

700 

(3) 

— 

4.919 

V 

— 

5,500 
(5) 

— 
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Note. — For  the  illustration  only,  posting  has  been  done  directly  from 
the  columns  concerned.  This  practice  is  common  in  using  large  cash 
books.  The  blank  columns  may  be  .used  for  accounts  receivable  and 
accounts  payable. 

Cash  Payments 


Account  Dr. 

Explanation 

Net 

General 

General 

Bank  Cr. 

Date 

Amount 

Expense 

Fo. 
6 

Amount 

Ck. 
1 

Amount 

19— 
Nov. 

5 
5 
S 
5 

Deposit 

4.500 

10 
1,000 

— 

10 

- 

200 

- 

200 

To  date 



5.510 

(2) 

— 

10 

(7) 

— 

200 

V 

— 

200 

(5) 

— 

Posting 

1     K.  L.  Ball's  Capital 


4,619- 


Cash 


5,619—  I  5,510— 


3 

Sales 

700— 

4 

W.  Beamer 

300— 

7 

General  Expense 

Bank 


5,500—  I  200— 

6  Wages 


200- 


10— 


Problem  on  Type  II 

In  a  Cash  Book  with  columns  on  the  debit  side  for:  Notes  Receivable, 
Interest  Income,  Bank,  Cash  Sales,  Net  Amount,  and  General,  and  on  the 
credit  side  for:  Notes  Payable,  Interest  Expense,  Bank,  General  Expense, 
Net  Amount,  and  General,  record  the  following  data: 

April  1.  George  Burns'  cash  balance  was  $2,000. 

2.  He  deposited  $1,900  in  the  Merchant's  Bank.  N.  Croll  paid  his 
note  due  to-day,  face  $350,  interest  $1.18. 

3.  Paid  rent  by  cheque,  $100;  cash  sales,  $700. 

4.  Cash  sales,  $750. 

5.  L.  Jacques  paid  his  account,  $123;  deposited,  $600;  payroll  cheque, 
$80.  Paid  by  cheque  our  note  due  to-day,  $200  and  interest, 
$1.80;  cash  sales,  $300. 

6.  W.  Flegg  gave  us  a  receipt  for  $8.70  for  repairs. 

8.  Bought  and  paid  for  supplies,  $3.60. 

9.  Discounted  R.  Horner's  note,  face  $400,  discount  $1.16,  bank 
charges  (expense),  $1.00.     Proceeds  left  on  deposit. 

10.  Paid  S3. 50  for  cleaning  store. 

12.  Payroll,  cheque  No.  4,  S80;  cash  sales,  $400;  retired  our  note  due 

April  22nd  by  issuing  cheque  for  S199,  discount  Si. 00,  face  $200. 

Deposited  all  cash  except  $100.     Bank  charges  25c. 

Close  Cash  Book,  post  and  take  a  Trial  Balance. 
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Type  III — All  receipts  deposited  daily  and  all  payments  by  cheque 

Deposit  all  receipts  daily,  and  make  all  payments  by  cheque. 
Copy  neatly  this  example  in  your  workbook  and  be  positive  you  understand  it. 
June  1.  Balance  on  deposit,  $5,230.70. 

2.  Issued  $50  cheque  to  set  up  Petty  Cash  Fund  (this  fund  is  used  by 
the  petty  cashier  to  pay  petty  items);  cash  sales,  $700;  received 
cheque  from  M.  George  for  invoice  No.  7,  $120  less  2%;  George 
Black  paid  his  note  due  to-day  by  cheque,  $75.  Exchange,  40c. 
on  the  day's  deposit.  Paid  $125  for  rent;  paid  our  $250  note  due 
to-day. 
6.  Paid  Johnston  &  Reid  for  invoice  No.  72,  $350  less  2%.  Petty 
cash  record  to  date  was:  office  expense,  $11.20;  postage,  $12;  general 
expense,  $10.05.     Issued  cheque  to  petty  cashier  to  cover. 


20 

Cash  Receipts 

Daie 

AccoiNTs  Cr. 

EXPLAN 

TIONS 

Cash 
Sales 
Cr. 

Discount 

OFF 

Sales 
Dr. 

Fo 

ACCOl  NTS 

Receiv- 
able 
Cb 

Hills 
Receiv- 
able 
Cr. 

Fq 

General 
Cr; 

Ex     AVD 

Bank 

Charges 
Ur. 

Bank 

Deposits 

Dr. 

\9— 
June 

1 
2 
2 
2 

M .  George 

Balance 
Petty  Sales 
On  a/c. 
BR.  J*l 

700 

- 

2 

40 

72 

117 

00 

75 

- 

v/ 

5,230 

70 

40 

5.230 
892 

70 
20 

SUMUARY 

Totals 

700 

— 

2 

40 

117 

60 

75 

— 

5,230 

70 

40 

6,122 

90 

Bank  Dr. 

6.122.90 

Exchange  and  Bank 

Charges 

.40 

Discount  off  Sales 

2  40 

Sale* 

700 

— 

Accounts  Rece 

(vable 

117 

60 

Accounts  Rece 

ivable 

2 

40 

Bills  RccelvabI 

■ 

75 

— 

General 

5.230 

70 

6.125.70 

6.125 

70 

Cash  Payments 

21 

Daie 

AccoLNTS  Dr. 

Explanations 

Discount 

OFF 

Purchases 
Cr. 

Fo 

Accounts 

Payable 

Dr. 

Bills 

Pavable 

Dr. 

General 

Expense 

Dr. 

Fo 

General 
Dr. 

Ck 

Cheques 
Cr. 

19— 
June 

2 

2 
2 

Petty  Cash 

To  establish 
Rent 
B.P    #1 

250 

125 

- 

3 

50 

- 

1 
2 
3 

50 
125 
250 

- 

6 

Johnston  &  Reid 

Invoice  #72  less  2 

% 

7 

- 

19 

343 

— 

4 

343 

_ 

6 

Office  Expense 

11 

20 

6 

Postage 

12 

- 

6 

Sl'uuarv 

General 
Totals 

10 

05 

5 

a 

25 

7 

— 

343 

— 

250 

- 

158 

25 

50 

— 

801 

25 

~ 

Accounts  Payable 

Dr. 

343.- 

Accounts  Payable 

7.- 

Bills  Payable 

250.- 

General  Expense 

158.2; 

General  Ledger 

50.- 

Diicount  off  Purchases 

7 

— 

Bank 

801 

25 

808.25 

808 

25 

Nats. — This  inethod  of  closing  is  the  one  commonly  used  in  business. 
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Problems  on  Type  III  Cash  Book  {Seep.  119  for  others) 

All  receipts  are  deposited  daily  and  all  payments  are  made  by  cheque. 

1.  Hugh  Jolley  has  $5,000  on  deposit  in  the  bank  when  he  decides  to  instal  an 

up-to-date  system  of  handling  the  cash.     He  instructs  you  to  draw  up  a 
pro  forma  Cash  Journal  and  exemplify  the  daily  deposit,  payment  by  cheque 
system.     Using  the  following  entries,  show  your  Cash  Book: 
Debit  columns:  Sales,    Discount  off  Sales,   Accounts   Receivable,   General, 

Exchange  and  Bank  Charges,  Bank,  Notes  Receivable. 
Credit  columns:  Discount  ofT  Purchases,  Accounts  Payable,  General,  Bank, 

General  Expense. 

June  1.  Received  M.  Logan's  cheque  on  account,  $94,  to  settle  his  account, 
$100 ;  cash  sales,  $350.  The  bank  advises  that  a  draft  on  B.  Spencer 
has  been  collected  and  credited.  Face,  $150  less  25c.  collection. 
J.  Snow  paid  in  full,  his  account,  $73;  paid  the  month's  rent,  $200. 
Paid  McHenry  &  Co.,  $300  less  discount  of  2%.  Paid  Henry 
Harris,  $75.  Total  receipts  were  deposited.  Exchange,  }/i%, 
minimum  25c. 

2.  The  following  cheques  were  in  the  day's  mail:  C.  Coon,  $285  to 
settle  his  $300  account  less  discount;  D.  Dark,  $83  to  settle  his  $85 
account  less  discount;  D.  Moorehouse,  $120  to  settle  his  $122 
account  less  discount;  Frank  Logan's  cheque  for  $500  to  settle  his 
note,  B.R.  No.  2;  cash  sales,  $475.  The  following  payments  were 
made  to:  Jeffrey  &  Son,  $291  to  settle  their  $300  account;  Thomas 
Haines  &  Co.,  $686  to  settle  their  $700  account;  payroll  for  the 
week  ending  to-day,  $215.  Total  receipts  were  deposited.  Ex- 
change 3^%,  minimum  25c. 

3.  Sold  an  old  typewriter  for  $10  cash.  The  following  cheques  were 
received:  J.  L.  Whitham  to  settle  his  account  of  $218  less  2%; 
W.  K.  King  to  settle  his  account  of  $75  less  2%;  Charles  Long  to 
settle  his  account  of  $120;  Thomas  Brown  to  settle  his  draft,  $87.50. 
The  bank  reported  the  $250  draft,  B.R.  No.  3,  on  Henry  Smith 
collected  and  credited  less  34%  exchange.  A  cheque  was  received 
from  William  Levers  for  $22.  This  account  had  been  written  off  as 
bad  two  years  ago.  Cash  sales,  $525.  The  following  payments 
were  made  to:  J.  L.  McArthur  to  settle  account,  $315  less  3%; 
Sims  &  Brown  to  settle  account,  $410  less  2%;  Kramer  &  Bone  to 
settle  our  draft,  $718,  B.P.  No.  1;  High  Level  Oil  Co.  for  fuel  oil 
(general  expense),  $114;  Aerated  Water  Co.,  for  water  (general 
expense),  $40.  The  total  receipts  were  deposited.  Exchange 
34%.  minimum  25c. 

Balance  and  close  the  Book.     Post  to  the  General  Ledger  only  and  take  a 
Trial  Balance. 

2.  Rule  a  Cash  Book  to  accommodate  the  deposit  of  all  cash  receipts  daily  and 

the  payment  of  all  bills  by  cheque.  Small  payments  of  one  dollar  and  under 
are  to  be  made  through  the  Petty  Cash  Account.  Exchange  on  all  cheques 
deposited  3^%  with  a  15c.  minimum  charge;  columns  may  be  the  same  as 
those  of  Question  1. 

July  1.  J.  Auger  continues  business  with  cash  on  hand,  $320  and  on 
deposit,  $4,500.  Cash  sales,  $718.60;  the  balance  on  hand  is 
deposited.  Issued  to  Petty  Cash  a  cheque,  $50  to  establish  the 
fund. 


108  NEW  COURSE  BOOKKEEPING 

July  2.  Received  the  following  cheques  and  cash:  J.  Moon  on  account, 
S420  less  2%;  F.  Williams,  $175  less  2%;  R.  Henry,  $200  less  2}/^%; 
B.  Bannister  paid  his  note,  B.R.  No.  1,  $79;  R.  Davey  paid  his  draft, 
$125,  B.R.  No.  2;  cash  sales,  $819.50.  Payments  made  to-day 
were:  S.  Tryon's  draft,  $258;  L.  W'alkinshaw's  account,  $500  less 
3%;  Green's  draft,  $315;  rent,  $200  (general  expense);  furniture 
and  fixtures,  $375;  Wood  &  Co.  for  their  account,  $100  less  2%; 
insurance  premium  (general  expense),  $38.50;  cartage,  $3.50 
(general  expense). 

3.  Payments  made  were:  Payroll,  $100;  withdrew  for  private  use,  $125; 
postage,  $5;  general  expense,  $4.50;  stationery,  $37.50;  Findlay 
&  Co.,  $1,003  less  2%.  Cheques  received  were:  R.  Harris,  $185 
less  $5;  H.  Rathbone,  $315.60  less  $15.60  discount;  P.  Watson, 
$121.30;  J.  Tighe  paid  his  draft,  $37.50;  S.  Burnside  paid  his  draft, 
$138.40.  Cash  sales,  $514.30.  Discounted  at  the  bank  Andrew 
Bell's  draft,  face  $714,  discount  charged,  $14.50,  proceeds  deposited. 
The  bank  advises  us  that  our  draft  in  favour  Thomas  Hynes  was 
paid  and  charged  to  our  account,  $192. 

4.  Cash  sales,  $718.50.  Received  cheques  from  J.  Moon  on  account, 
$200  less  3%;  R.  Henry,  $150  less  2%;  R.  Bannister,  $130  less  2%; 
F.  Williams'  cheque  received  on  July  2nd  was  returned  marked 
N.S.F.  The  bank  advised  us  that  a  debit  slip  would  be  put 
through  to  adjust  this.  Remitted  a  bank  draft  to  Hanson  &  Berry, 
New  York,  to  settle  our  account  with  them.  Face  of  draft,  $1,200, 
bank  charges  3<^%.  We  issue  a  cheque  to  the  bank  to  cover.  Paid 
extra  office  help  by  cheque,  $12.50;  refunded  to  a  cash  customer, 
$10  for  goods  returned ;  paid  our  draft  in  favour  of  M.  Sinclair,  $215. 

Rule  and  close  the  book.     Post  to  the  General  Ledger  only  and  take  a 
Trial  Balance. 


Petty  Cash  Fund — Imprest  System     (See  p.  106) 

While  all  payments,  large  or  small,  may  be  made  by  cheque.  It  would 
seem  very  inconvenient  to  pay  for  meals,  stamps,  telephone  calls,  extra 
postage  on  letters  received,  street  car  tickets  and  other  small  items  by 
cheque  and,  since  all  cash  receipts  are  to  be  deposited  daily,  there  may 
not  be  any  cash  on  hand  to  pay  such  small  accounts. 

The  fund  called  Petty  Cash  Fund,  out  of  which  small  cash  payments 
are  made,  is  obtained  by  issuing  a  cheque  at  the  beginning  of  the  week  or 
month  for  $50  or  some  other  amount  large  enough  to  pay  all  such  expenses 
for  that  period.  Some  one  person  in  the  ofifice  is  given  charge  of  the  $50 
and  he  must  account  for  all  payments  out  of  this  fund.  Let  us  suppose 
he  pays  as  follows: 

Transactions  by  Petty  Cashier 

June  2.  Paid  for  special  paper,  $1. 

3.  Paid  for  carbon  paper,  $3;  express,  75c. 

4.  Paid  for  telegram,  75c.;  twine,  50c.;  stationery,  $2.75;  postage, 
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June  5.  Paid  for  dinners  for  staff  in  overtime,  $4;  cleaning  windows,  $1;  taxi, 
$1.50;  long  distance  phone  call,  80c. 
6.  Paid  for  pens,  ink,  erasers,  etc.,  S2.95;  taxi  and  street  car  tickets,  $2.25. 

The  Petty  Cashier  takes  a  receipt  for  each  payment  and  records  all  the 
disbursements  in  a  memorandum  book  known  as  the  Petty  Cash  Book, 
which  may  appear  as: 


X^^rL^^'^'i^  T^-'iZ^^.^  -G&.'V-'irn^ 


yiStt-A*' 


At  the  end  of  the  week,  or  when  the  fund  begins  to  run  low,  the  petty 
cashier  takes  the  properly  arranged  receipts,  or  vouchers,  together  with  a 
summary  of  the  expenditures  to  the  chief  cashier  and  exchanges  them  for  a 
cheque  equal  in  amount  to  the  total  petty  cash  payments.  In  the  present 
case  there  are  12  vouchers  totalling  $33.25.  The  chief  cashier  examines 
carefully  these  vouchers  and,  if  satisfied,  issues  a  cheque.  No.  5,  in  this 
example,  for  $33.25.  The  petty  cashier  at  the  beginning  of  the  second 
week  has  cash  $16.75  unspent  and  cheque  No.  5,  $33.25,  which  together 
make  $50.  an  amount  equal  to  what  he  had  at  the  beginning. 

The  chief  cashier  enters  (see  p.  106)  the  replenishing  cheque  in  his  Cash 
Payments  Journal  as: 

General  Expense  Dr $33.25 

Bank  Cr $33.25 

Petty  Cash— Office  Expense...      $11.20 

Postage 12.00 

General 10.05 

$33.25 


no  NEW  COURSE  BOOKKEEPING 

The  Petty  cashier  when  unable  to  obtain  a  receipt  on  the  payee's 
stationery  should  use  a  good  form  of  receipt,  as: 


t3rA  PETTY  CASH  VOUCHER  No.  5 


Received  from Grande  &  Large. 


Amount         Three  ^, -Dollars 

For         Twine,  Stationery,  etc. 

Canadian  Stationers  Ltd. 
Approved  by     J.  C.  per  B.  Clark. 


SUMMARY 

Special  columns  help  in  analyzing  the  data,  but  great  care  is  necessary  in 
putting  the  numbers  in  the  correct  columns.  Special  columns  save  a  great  deal 
of  labour  in  posting  and  accordingly  may  lessen  the  number  of  errors. 

Oral  Ouestions 

1.  Why  is  a  petty  cash  fund  needed? 

2.  What  is  the  procedure  in  handling  the  petty  cash  fund? 

3.  What  is  an  I.O.U.? 

4.  Why  is  it  unsatisfactory  for  the  petty  cashier  to  have  any  I.O.U.'s  in  the  box? 

5.  How  may  the  petty  cashier  vouch  for  the  payments? 

6.  What  evidence  must  the  petty  cashier  show  in  order  to  replenish  the  fund? 

7.  How  often  should  the  Petty  Cash  Book  be  balanced? 

8.  What  does  the  Receipts  Column  in  the  Petty  Cash  Book  show? 

9.  What  are  the  duties  of  a  petty  cashier? 

10.  What  are  the  qualifications  of  a  petty  cashier? 

11.  Why  does  not  the  petty  cash  account  increase  from  month  to  month  with  each 

replenishing  cheque? 

12.  Why  does  not  the  petty  cash  account  tell  the  true  story  during  the  month? 

13.  What  are  the  advantages  of  a  petty  cash  system? 

14.  What  are  the  disadvantages  of  the  petty  cash  system? 

15.  When  making  the  financial  statements  at  the  end  of  a  period,  what  precautions 

must  be  taken  with  regard  to  the  Petty  Cash? 

16.  Explain  how  an  entry  in  the  Petty  Cash  Book  has  both  a  debit  and  credit  part. 

17.  Where  the  petty  cash  vouchers  after  examination  are  kept  in  an  envelope, 

what  useful  information  may  appear  on  the  outside  of  that  envelope? 

Problems 

1.  The  illustration  on  p.  109  is  continued  here.     Record  these  items: 
June  6.  Paid  83.25  for  traveller's  expenses. 

7.  Paid  S3. 50  for  towel  service  in  washroom. 

8.  Donation,  50c. 

9.  Paid  Hoare  Transport  Si. 50  for  carriage  on  goods  sold. 

10.  Bought  gummed  paper,  50c.,  and  street  car  tickets,  25c.       • 

11.  Paid  C.P.R.  for  freight-in,  S4.50. 

12.  Bought  cards  and  labels  for  filing,  S2.     Paid  for  telegram,  60c. 

13.  Bought  newspapers,  15c;  paid  C.N.R.  freight-out,  S2.90. 
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June  14.  Paid  $3.50  for  towel  service.     Charity,  $1.00. 

15.  Paid  25c.  for  street  car  tickets. 

16.  Paid  75c.  for  parcels  delivered  to  us. 

17.  Paid  86.50  for  office  staff  late  suppers. 

18.  Paid  for  printing  envelopes,  $1.25;  paid  traveller's  expenses,  $4.15. 

19.  Bought  electric  light  bulb,  90c. 

20.  Paid  $2.50  for  cleaning  and  shovelling. 
22.  Bought  special  typewriter  ribbon,  $1. 

24.  Bought  postage  stamps,  $6.00. 

25.  Taxi  charge,  $1.50.     Received  replenishing  cheque. 
Show  the  book  ready  for  the  following  month. 

2.  Using  special  columns  for  advertising,  postage,  telephone  and  telegraph,  and 

general,  record  the  following  payments  in  a  Petty  Cash  Book: 
July    1.  Cheque  to  establish  the  fund,  $100. 
5.  Stamps,  $10. 

9.  Posters,  50c.;  registered  letters,  40c.;  telegram,  $1.60. 
10.  Telephone,  $4.50;  stamps,  $25;  posters,  $35. 
15.  Advertising,  $10;  telegram,  $1.65. 
Show  the  replenishing  cheque  properly  entered. 

3.  Rule  up  a  Petty  Cash  Book  with  special  columns  for  Postage,  Delivery,  Office 

Expense,  Miscellaneous  and  in  it  record  the  following: 

Jan.    3.  Received  $25  cheque  No.  22  to  establish  the  fund.     Bought  $3 
worth  of  postage  stamps. 
5\  Dinners  for  drivers,  $2. 
10.  Paid  $3.50  express  charges  on  goods  shipped  out. 

15.  Paid  postage,  $5. 

16.  Paid  45c.  for  special  telephone  calls. 
18.  Dinners  for  drivers'  overtime,  $5. 

20.  Paid  for  office  supplies,  etc.,  $1. 

21.  Paid  $4.50  for  late  suppers  for  office  staff  overtime.     Submitted 
vouchers  to  chief  cashier  and  received  cheque  No.  84  to  replenish. 

Show  the  book  properly  closed. 

Show  a  suitable  voucher  for  January  18th  payment. 

4.  Continue  Exercise  No.  3. 

Feb.    1.  Paid    C.P.R.    $1.25    delivery    charges.     Delivery    man    fined    for 
exceeding  speed  limit,  $2. 

3.  Bought  postage  stamps,  $5;  paid  C.N.R.  $1.50  for  freight  on  goods 
shipped  out;  bought  office  supplies,  15c. 

4.  Paid  Frost  Transport  for  carriage  on  goods,  $4.80. 

5.  Paid  for  street  car  tickets,  25c.;  sealing  wax,  20c.;  telegram,  75c. 

6.  Received  cheque  No.  105  to  replenish  the  fund. 

5.  The  following  petty  payments  were  made  during  the  first  fortnight  in  April. 

Show  them  properly  entered  in  a  Petty  Cash  Book  with  special  columns  for 
Proprietor's    Drawing    Account,    Donations,    Telephone    and    Telegraph, 
Supplies,  Delivery,  Selling,  General,  Freight  and  Express,  Equipment. 
April  2.  Cheque  to  establish,  $75.     Telegram,  $1.25;  stamps,  $10. 

3.  Express,  $1.50;  taxi,  $1.50. 

4.  Waste  basket,  $1.40. 

5.  Telephone,  70c.;  office  supplies,  $1.70. 

7.  Gasoline,  $1.68;  advertisement,  $3.20. 

8.  Errand  boy,  50c.;  entertainment,  $2.50. 
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April  10.  Telephone,  $2.50;  express,  $2.50. 

11.  Ink  and  pencils,  $1.20;  garbage  disposal,  $1.25. 

12.  Charity,  $2;  taxi,  75c.;  flowers  for  sick  stenographer,  $1.50. 

14.  Donations,  $5;  business  cards,  $2.50;  fine  for  parking  in  the  wrong 
place,  $1. 

15.  Gifts,  $2;  stamps,  $5;  taxi,  75c.;  ledger  sheets,  $3.50;  traveller's 
expenses,  $2.50.     Proprietor  withdrew,  $10. 

Show  the  replenishing  cheque  properly  entered. 
Write  a  suitable  voucher  for  April  4th  transaction. 

6.  Open  a  Petty  Cash  Book  with  an  allowance  of  $60  and  record  the  following 
transactions  for  the  two  weeks  ended  May  15th.     Number  the  vouchers 
beginning  with  No.  56.     Use  one  column  only  for  the  payments: 
May  1.  Telegram,  $1.25;  stamps,  $10. 

3.  Express,  $1.30;  taxi,  $1.50. 

4.  Wastebaskets,  $1.75. 

5.  Telegram,  70c.;  paper,  $1.50. 

7.  Gasoline,  $1.15;  twine,  20c.;  paper  clips,  15c. 

8.  Errand,  25c.;  entertainment,  $2.50. 

9.  Telephone,  long  distance,  $2.50;  express,  $1.90. 

10.  Ink,  75c.;  cartage  on  refuse,  $1;  windows  cleaned,  $1. 

11.  Pencils,  50c.;  donations,  $1. 

12.  Taxi,  $1.40;  donations,  $1.50;  business  cards,  $2.50. 

14.  Gift,  $2;  car  fare,  50c. 

15.  Express,  $1.65;  drinking  cups,  $1.25;  paper,  60c.;  hotel  expenses,  $2; 
manager  borrowed,  $2. 

Write  vouchers  66,  76  and  83. 

Your  Petty  Cash  Book  has  one  money  column  only.  Draw  up  a  distribu- 
tion sheet  with  nine  columns,  including  one  for  General  Expense  and  one  for 
the  Manager  and  analyze  the  above  items. 

Write  in  Journal  form,  the  distribution  entry. 

Write  the  replenishing  cheque. 

Show  the  Petty  Cash  Book  ready  for  recording  the  transactions  of  the 
following  fortnight. 

Guarding  the  Cash 

Cash,  above  all  other  assets,  needs  the  most  careful  recording  for 
there  are  more  errors  made  in  handling  cash  and  cheques  than  in  handling 
any  other  assets.  Such  mistakes  are  either  wilful  or  accidental  but,  in 
either  case,  they  must  be  prevented  or  discovered  as  early  as  possible. 

(a)  Proving  the  Cash 

The  Cash  Book  must  be  proved  daily  in  the  following  manner: 

Balance  per  Cash  Book,  May  1st $4,237.18 

Add  Receipts  for  May  2nd 527.19 

Total  Cash $4,764.37 

Less  Payments,  May  2nd 870.27 

Total  Cash $3,894.10 

Cash  in  Bank  per  Cheque  Book $3,785.19 

Cash  on  hand 108.91 

Total  Cash $3,894.10 
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(b)  Reconciling  the  Bank  Statement 

Early  in  the  month,  we  receive  a  statement  from  the  bank  showing  all 
changes  in  our  current  account  for  the  preceding  month.  This  statement 
may  appear  as : 

Bank  Statement 


STATEMENT  Of  ACCOUNT 


Period  Ending     January  £,  19-- 


kOa  COAL  COUf ASY 


In  Account  With 


The  Merchants  Bank 


CHCQUCS  m  OCTAIL 


D«0}1 
Jan-: 
Jan-5 
Jan-fc 
Jan-6 
Jan-T 
Jan-< 


J.bO 
11. (.5 
15.00 
1.25 
51. *0 
10.9b 


3.15 
l!.95 
6.0}       13.75 


BaUnc«  Brought  Forward 


K.20       17.00       20.00 


II«o31 
Jatt-2 
Jan-5 
Jan-6 
Jan-6 
Jan- 7 
Jan-0 


1912. *« 
1«9«.19 
18<J.5« 
1367.54 

l!i63.14 
1802.79 
U41.6b 


The  Merchants  Bank 


PLEASE  8IQN  THIS  RECEIPT  AND  RETURN  IT  PR0MPTI.1f 


\\  ith  this  statement  the  bank  returns  to  us  all  of  our  ^cancelled  vouchers 
(cheques  paid  by  the  bank  on  our  account,  also  debit  and  credit  slips). 

When  the  bookkeeper  obtains  the  Bank  Statement  and  paid  cheques,  it 
is  his  duty  to  compare  the  balance  as  shown  by  the  statement  with  the 
balance  as  shown  in  the  Cash  Book.  He  should  then  draw  up  a  statement 
showing  why  both  balances  are  correct  and  therefore  that  no  errors  have 
crept  into  either  the  Cash  Book  or  the  Bank  Statement.  Such  a  statement 
is  known  as  the  Bank  Reconciliation  Statement. 
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Problem 


The  balance  as  shown  on  the  Bank  Statement  is  81,841.66;  the  balance  as 
shown  in  the  Cash  Book  is  $1,688.96;  cheques  No.  21  for  $15.50;  No.  22  for 
SI 7.20;  No.  25  for  $120  are  outstanding.     Draw  up  a  Reconciliation  Statement. 

Bank  Reconciliation  Statement 


ACME  COAL  COMPANY 
Bank  Reconciliation  Statement 

January  8,  19^ — - 


Balance  as  per  Cash  Book $1,688.96 

Add  0/s  cheques  No.  21 $  15.50 

No.  22 17.20 

No.  25..: 120.00 

152.70 

Balance  as  per  Bank  Statement $1,841.66 


Difiference  in  Balances 

Issued  cheques  may  not  be  immediately  deposited  or  may  require  some 
time  to  be  cleared  through  the  bank  or  clearing  house  and  so  give  rise  to 
differences  in  the  balances.  Deposits  made  the  last  day  of  the  month 
and  entered  on  the  next  month's  statement,  interest  on  overdraft,  bank 
charges,  exchange,  stamps,  telegrams  are  other  causes  of  differences. 

Procedure 

1.  Check  the  balance  at  the  beginning  of  the  month. 

2.  Check  Cash  Book  deposits  with  Bank  Statement  deposits. 

3.  Arrange  cheques  according  to  number  and  check  off  against  the 
amounts  entered  in  the  cash  book.  This  will  show  which  cheques  are 
outstanding. 

4.  Draw  up  the  reconciliation  in  the  Cash  Book. 

True  Balance 

The  proprietor  always  wants  to  know: 

(a)  Whether  the  books  and  the  statement  agree. 

(b)  What  the  real  balance  is. 

Oral  Questions 

1.  Who  should  make  the  bank  reconciliation? 

2.  What  is  a  bank  reconciliation? 

3.  Assuming  that  you  are  checking  the  bank  statement  delivered  on  May  2nd, 

against  the  Cash  Book,  how  would  each  of  the  following  items  be  disclosed? 

(a)  Cheques  outstanding. 

(b)  Charges  made  by  the  bank  but  not  yet  entered  in  the  Cash  Book. 

(c)  Cheques  raised  by  the  payee  but  cleared  by  the  bank. 

(d)  Cheques  fraudulently  issued  by  the  cashier. 
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4.  What  entries  are  frequently  made  in  the  Cash  Book  after  making  the  recon- 

ciliation? 

5.  Mention  five  reasons  for  which  the  bank  statement  may  not  agree  with  the 

Cash  Book  balance. 

6.  When  should  a  reconciliation  be  made? 

7.  Where  should  the  reconciliation  be  entered? 

8.  Why  should  the  reconciliation  be  made? 

9.  What  is  a  bank  statement? 

10.  What  is  a  pass  book? 

11.  Name  in  order  the  usual  steps  taken  in  making  a  reconciliation. 

12.  Is  the  balance  in  the  bank  statement  usually  larger  or  smaller  than  the  bank 

balance  in  the  Cash  Journal?     Why? 

13.  Draw  up  a  set  of  five  rules  which  will  help  a  clerk  to  avoid  trouble  in  handling 

cheques. 

14.  What  do  these  abbreviations  which  appear  in  the  bank  statement,  mean: 

D,  CL,  CC,  RT,  DM,  CM,  IN,  OD? 

Problems 

1.  Prove  the  cash  for  each  of  the  four  dates: 


May  31 

June  1 

June  2 

June  3 

Cash  Book  Balance 

650.00 
1,490.00 

620.00 
1,897.20 

? 
2,130.57 

900.00 

Cash  Receipts 

? 

Total 

? 
1,520.00 

? 
1,817.20 

? 

? 

3,010.10 

Cash  Payments 

? 

Cash  Book  Balance 

900.00 

1,000.00 

Bank  Balance 

600.00 
20.00 

? 
20.00 

? 
20.00 

? 

In  Till 

20.00 

2.  Balance  as  per  bank  statement,  Sept.  1st,  $4,670;  the  outstanding  cheques 

were:  No.  411,  $72.28;  No.  415,  $400.72;  No.  416,  $199.  Find  the  Cash 
Book  balance. 

3.  June  30th,  H.  Clay's  Cash  Book  showed  a  bank  balance  of  $3,245.10;  bank 

balance  same  day  on  the  statement  was  $3,598.40;  outstanding  cheques 
were:  No.  6,  $43.10;  No.  8,  $25.90;  No.  10,  $36.27;  No.  13,  $75;  No.  18, 
$20;  No.  23,  $80;  No.  27,  $73.03.  Prepare  a  reconciliation.  What  was  the 
true  balance? 

4.  July  31st,  your  bank  statement  shows  a  balance  of  $1,349.73;  cheque  book 

balance  is  $1,128.11;  cheques  outstanding  are:  No.  103,  $94.99;  No.  105, 
$112.13;  your  bank  has  credited  you  with  exchange,  $14.50.  Prepare  a 
reconciliation.     What  is  the  true  balance? 

5.  Bank  balance  per  statement  March    1st,   $6,420.30;   Cash   Book  balance, 

$6,354.20;  cash  in  the  till,  $127.30;  interest  earned  and  credited,  $5.10; 
collection  expense,  $3.10;  outstanding  cheques:  No.  86,  $70;  No.  88, 
$121.40;  a  certified  cheque,  $50,  has  not  been  presented  at  the  bank. 
Required:  Reconciliation  and  true  balance. 
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Bank  Statement 


Debits 

Deposits 

Balance 

1 

$730.80 

2 

$60.00 

670.80 

3 

$135.10 

805.90 

3 

200.00 

605.90 

18 

212.10 

393.80 

18 

450.60 

844.40 

28 

50.00 

794.40 

Outstanding  cheque,  $202.10. 
Book. 


Find  the  balance  as  shown  in  the  Cash 


The  bank  statement  balance  is  $1,638.83;  the  cheque  book  balance  is 
$1,053.09;  outstanding  cheques  are:  No.  17,  $151.60;  No.  22,  $29;  No.  25, 
$25.86;  No.  29,  $12.50;  No.  30,  $366.78.  Prepare  a  statement  to  reconcile 
the  two  balances.     What  is  the  true  balance? 

Bank  balance,  $2,795.14;  Bank  Dr.  column  total,  $10,945.01;  Bank  Cr. 
column  total,  $8,397.62;  interest  expense  as  shown  by  bank  statement, 
$1.12;  deposits  not  shown  on  bank  statement,  $100;  uncashed  cheques 
No.  632,  $175.10;  No.  640,  $37.40;  No.  582,  $120.76;  No.  601,  $15.61. 
Prepare  a  reconciliation  statement.     What  is  the  true  balance? 

Bank  statement  for  December  shows  a  balance  of  $246.10;  a  collection 
charge  of  18c.  and  an  entry  for  interest  received,  72c.  You  find  all  cheques 
are  in  to  No.  462  except  No.  455,  $8.36  and  No.  461,  $17.25.  Your  cheque 
balance  after  including  all  cheques  to  No.  462  is  $219.45. 

(a)  Draw  up  a  reconciliation  statement. 

(b)  By  how  much  is  your  cheque  book  wrong? 


10.            Items 

December  31 

February  28 

June  30 

Cash  Receipts 

$3,000;  $500; 
$246.12 

$4,000;  $2,650; 
$1,000;  $750 

$3,100;  $450;  $1,001.40; 

$185 

Cash  Payments  by 
Cheque 

$675;  $207.91; 
$10;  $380;  $4.67; 
$13.42;  $150;  $96.77 

$500;  $75; 
$18.28;  $496.10; 
$265.80;  $200 

$26.75;  $18.96;  $67.40; 

$10;  $240.25;  $19.50 

Bank  Statement 
Cheques  and  D.M.'s.. 

$380;  $48.12 

$500;  $967.40; 
$18.28;  $496.10 

$275;  $26.75;  $148; 
$10;  $20;  $76.40; 
D.M.  65c. 

Deposits 

$3,000;  $500; 
$246.12 

$4,000;  $2,650; 
$1,000 

$3,100;  $450;  $1,001.40 

Prepare  three  reconciliation  statements. 

11.  From  the  following  data,  prepare  a  ban  reconciliatikon  statement  as  at 
September  30th.  The  bank  statement  shows  a  balance  of  $1,325.22; 
deposit  of  September  30th,  $25.10,  not  entered  on  bank  statement;  cheques 
issued  but  not  yet  cleared  through  the  bank,  $115  and  $130;  interest 
earned  entered  on  the  bank  statement  but  not  yet  in  the  Cash  Book,  $20; 
a  bank  debit  memo  for  $1.25;  the  office  books  show  a  balance  in  the  bank 
of  $1,086.57. 
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12.  Errors  and  omissions  either  increase  (+)  or  decrease  (— )  the  balance  as 
shown  by  the  statement  or  the  balance  of  the  bank  columns  in  the  Cash 
Book.     Insert  a  +  or  —  to  show  the  effect  of  the  following: 


1 
2 
3 

4 
5 
6 
7 
8 
9 
10 


Outstanding  cheques 

Deposits  mailed  to  the  bank  but  not  yet  credited 

Telegram  charges  and  exchange  not  yet  entered  in   the 

Cash  Book 

Interest  credited  by  the  bank 

N.S.F.  cheque 

Error  in  entering  $100  as  $10  in  Cash  Book 

Collected  customers'  drafts  not  yet  in  the  Cash  Book 

Bank  error  in  entering  $150  cheque  as  $100 

Bank  charge  made  for  deposit  box 

Stamp  tax  charged  by  the  bank 


5. 
6. 

7. 


9. 
10. 


Oral  Questions 

1.  What  is  a  Cash  Book? 

2.  What  is  a  Special  Column  Cash  Journal? 

3.  What  are  the  general  columns? 

4.  Why  is  a  separate  book  kept  for  cash  transactions? 
Where  would  the  entries  be  recorded  if  there  were  no  Cash  Book? 
How  should  the  columns  be  arranged? 
In  making  Cash  Book  entries,  is  there  always  an  equal  credit  for  every 

debit?     Explain. 
Explain  the  posting  of  the  debit  side  of  the  Cash  Book — one  column  at  a  time. 
Explain  the  posting  of  the  credit  side  of  the  Cash  Book — one  column  at  a  time. 
How  many  columns  may  there  be  on  the  cash  receipts  side  of  the  book? 

On  the  cash  payments  side? 

11.  What  things  are  classified  as  cash  in  bookkeeping? 

12.  What  two  balances  may  be  shown  in  the  Cash  Book? 

13.  What  entries  should  be  made  in  a  special  column  Cash  Book  when: 

(a)  An  amount  is  invested. 

(b)  An  account  is  paid  net  by  a  customer. 

(c)  A  sales  invoice  is  paid  with  a  discount  allowed. 

(d)  A  deposit  is  made. 

(e)  A  customer  pays  his  note  with  interest. 

(f )  A  customer  prepays  his  note  and  a  discount  is  allowed. 

(g)  A  S25  cheque  on  our  own  balance  is  cashed  for  till  money, 
(h)  Rent  is  paid  by  cheque. 

(i)    Petty  expenses  are  paid  out  of  till  money, 
(j)    A  note  with  interest  is  paid, 
(k)  Our  note  is  prepaid  and  a  discount  is  received. 

(1)    A  cheque  received  from  a  customer  and  deposited  is  returned  N.S.F. 
(m)  Postage  stamps  are  received  in  payment  of  a  small  account. 

14.  How  often  should  deposits  be  made? 

15.  Does  the  balance  shown  by  the  bank  column  always  agree  with  the  balance 

as  shown  by  the  bank  statement  or  pass  book?     Why? 
What  three  types  of  Cash  Books  are  there?     What  is  the  purpose  of  each 

type? 
How  are  small  expenses  handled  when  all  receipts  are  deposited  daily? 
How  is  the  Petty  Cash  handled? 


16 

17 
18 
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19,  Why  does  not  the  Petty  Cash  account  in  the  ledger  change? 

20.  Why  does  the  chief  cashier  insist  on  examining  all  Petty  Cash  vouchers 

before  he  issues  a  replenishing  cheque? 

Problems 

1.  Open  a  Cash  Book,  Type  II,  with  the  following  columns:  (H  +  11) 

Debit — Net  Amount,   General,   Notes   Receivable,    Interest   Income,   Cus- 
tomers, and  Bank. 

Credit — Net  Amount,  General,  Notes  Payable,  Interest  Expense,  Creditors, 
Bank,  General  Expense. 

Aug.  1.  John  Fitzgibbon's  cash  balance  was  $3,000  of  which  $123.79  was  in 
the  till,  the  remainder  in  the  bank.  Received  from  A.  Karr  a 
cheque  for  his  note  due  to-day,  $562. 

3.  J.  B.  Robinson  sent  us  a  cheque  for  his  note  due  to-day,  $900  and 
interest,  $9.00. 

4.  Issued  our  cheque  to  J.  Gill  for  current  rent,  $150. 

5.  Gave  Wagg  Bros,  our  cheque  to  apply  on  account,  $275. 

10.  Bought  office  equipment  for  cash,  S35. 

11.  Issued  a  cheque  for  S656  to  pay  our  note,  face  S650,  interest  $6. 
14.  W.  J.  York  sent  us  a  cheque  for  invoice  of  August  3rd,  $715.20. 

Harold  Johns  remitted  his  cheque,  $789.50,  to  retire  his  note,  $785 
and  interest.     Deposit  all  cheques,  exchange  ^%. 

16.  Cash  sales,  $18.60.  Mr.  Fitzgibbon  withdrew  for  his  own  use 
$50  cash  and  goods,  S28. 

17.  Received  a  cheque  signed  by  Robert  Owen,  S116.30  to  balance 
account.     This  cheque  was  cashed  at  par  for  till  use. 

20.  Paid  by  cheque,  our  note,  $135  and  interest,  $1.50.  Salaries  paid 
by  cheque,  S142. 

Rule  and  balance  the  Cash  Book. 

2.  Continue  No.  1  for  the  month  of  September  (-f  15  lines). 

Sept.  1.  Paid  our  note,  $257  and  interest,  $1.83,  by  cheque. 

2.  Paid  rent  for  September,  $150,  by  cheque. 

3.  B.  J.  Cross's  note  is  due  to-day,  face  $1,225,  interest  $3.50.     His 
cheque  is  received. 

4.  W.  L.  King  sent  us  his  cheque,  $815,  in  full  of  account  to  date. 

6.  Paid  for  telegram,  75c.  and  stamps,  34.25  in  cash.     Deposited  all 
cash  and  cheques  on  hand  except  SIOO.     Exchange  3^%. 

8.  Remitted  Wagg  Bros,  our  cheque  to  apply  on  account,  S300. 

10.  Received  cheque  from  George -Greene  to  pay  his  note  due  to-day, 
face  S758  and  interest  $3.39. 

11.  Mr.  Fitzgibbon  withdrew  by  cheque,  S75  for  private  use.  The 
bank  notified  us  that  our  60-day  note,  $700  with  interest  at  6%, 
was  paid  and  charged  to  our  account. 

12.  Cash  purchase  of  merchandise  amounted  to  $120.  Paid  by 
cheque.     Cash  sale  to  Delahay  &  Co.,  S516. 

14.  Paid  salaries  to  date,  S200  in  cash,  and  also  a  bill  from  Brompton 
Paper  Co.  by  cheque,  $1,542.  Deposited  all  cash  and  cheques 
except  $100.     Exchange  ^%. 

Rule  and  balance  the  Cash  Book. 
Post  and  take  a  Trial  Balance. 
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3.  Continue  for  the  second  half  month  of  September: 

Sept.  16.  Issued  cheque  No.  12,  $345.28,  to  Cross  &  Blackwell  for  their 
invoice  dated  Sept.  6th.  Received  from  S.  Thurston  a  cheque  to 
settle  his  60-day  note,  $550  with  interest  at  6%  p. a. 

17.  Sold  Cousins  &  Son  for  cash,  goods  $600.     Received  their  cheque. 

18.  Bought  a  new  delivery  truck  and  remitted  cheque  No.  13  for  $900. 

19.  C.  D.  Carlyle  sent  us  his  cheque  for  $1,500  to  pay  his  note  due 
to-day.     Deposited  all  cheques.     Exchange  14%- 

20.  Remitted  to  Cross  &  Blackwell  cheque  No.  14  to  pay  our  30-day 
note,  $420  with  interest  at  6%  p. a. 

21.  The  following  expense  items  were  paid  in  cash:  stamps,  $3; 
supplies,  $15;  advertising,  $15. 

23.  Received  from  Thompson  &  Harvey  cheque  to  apply  on  account, 
$800. 

24.  Our  bank  informed  us  that  it  has  collected  B.  R.  Reid's  90-day 
6%  note,  face  $850  and  interest  $12.99. 

25.  Mr.  Fitzgibbon  withdrew  by  cheque  No.  15,  $100. 

26.  A  cash  purchase  of  goods,  $414.50  was  received  and  paid  for  by 
cheque  No.  16. 

27.  Monthly  payroll  cheque,  $135  was  issued. 

29.  The  following  expenses  were  paid  by  cheque:  electric  light  bill, 
$6.20;  telephone  bill,  $4.90. 

30.  Deposit  all  cheques.  The  bank  charged  us  3^%  collection  on  all 
cheques,  minimum  25c. 

Rule  and  balance  the  Cash  Book. 

4.  Open  a  Cash  Book,  Type  III,  with  the  following  money  column  headings: 

Debit — Discount  off  Sales;  Accounts  Receivable;  Notes  Receivable;  Discount 
and  Exchange;  Bank,  General. 

Credit — Discount  off  Purchases;  Accounts  Payable;  Notes  Payable;  General; 
Bank;  General  Expense. 

After  recording  the  transactions  summarize,  balance  and  rule  the  book. 
Deposit  daily.    Post  to  appropriate  ledger  accounts  and  take  a  Trial  Balance. 

Feb.    1.  Balance  $1,427.32  on  deposit.     Issued  Petty  Cash  Fund  cheque, 
S200. 

2.  Discounted  at  6%  at  our  bank  J.  C.  Lean's  90-day  note,  $1,100, 
discount  $10.85.     Proceeds  deposited. 

3.  Received  the  following  cheques  from:  Duncan  Campbell  for  invoice 
of  January  21st,  $840.16  less  2% ;  R.  G.  Kind  for  invoice  of  January 
22nd,  $315.60  less  2%;  Edmond  Harley  for  30-day  note,  $1,260 
with  interest  at  6%.     Deposited  these  cheques,  exchange  34%. 

4.  Paid  sundry  expenses  in  cash,  $22.90. 

5.  The  bank  notified  us  that  they  had  collected  J.  Skinner's  note  for 
$500  due  yesterday,  collection  charges  were  3^%.  Proceeds  have 
been  credited. 

6.  Paid  by  cheque  K.  Sampson's  invoice  of  February  1st,  $246.90, 
terms  3/10,  n/60.     Cash  sales,  $590. 

8.  Received  from  A.  R.  Kilmer  cheque,  $350  on  account.  Deposited 
this  cheque,  exchange  34%. 

9.  Paid  by  cheque  the  following  invoices: 

(a)  Crane  &  Co.'s  dated  Feb.  2nd,  $465  less  2%. 

(b)  Evans  &  Field's  dated  Feb.  3rd,  $315  less  3%. 
10.  Paid  our  $250  note  with  $1.28  interest  by  cheque. 


120  NEW  COURSE  BOOKKEEPING 

Feb.    11.  Borrowed  from  the  bank,  on  our  own  60-day  note,  face  $800  less 

6%  discount. 
12.  Purchased  a  delivery  truck  from  the  Monarch  Motors  for  $450. 

Issued  them  a  cheque  in  payment.     Cash  sales,  $750;  deposited 

this  amount,  no  exchange. 
15.  The  petty  cashier  submits  the  following  summary  of  his  payments: 

wages,  $26.50;  postage,  $30;  telegrams,  $68.50;  messenger  service, 

$25.50;  advertising,  $11.20.     Issued  replenishing  cheque. 

5.  In  a  Cash  Book  having  columns  on  the  Debit  side  for:  Discount  off  Sales; 
Accounts  Receivable;  General;  Bank  Discount  and  Exchange;  Bank;  and 
on  the  Credit  side  for:  Discount  off  Purchases;  Accounts  Payable;  General 
Expense;  General;  Bank;  record  the  following  transactions.  Balance  and 
close  the  book  and,  having  posted  to  Ledger  accounts,  take  a  Trial  Balance. 
Use  Type  III. 
April  1.  Balance  on  deposit,  $4,500.     Paid  Scovill  &  Co.  by  cheque  for 

their  March  22nd  invoice,  $815.75,  terms  2/10,  n/30.     Petty  Cash 

Fund  cheque,  $200. 

2.  Paid  by  cheque  rent,  $100;  advertising,  $120;  taxes,  $140.  (Enter 
in  the  General  Expense.) 

3.  Negotiated  6%  loan  at  the  bank  on  our  own  60-day  note,  $1,000. 
Proceeds  subject  to  cheque. 

4.  Paid  for  new  machinery  by  cheque,  $1,000. 

5.  Received  cheques  from  the  following  customers: 

(a)  George  Bain  invoice  No.  72,  $415.60  less  2%. 

(b)  J.  M.  King  invoice  No.  74,  $590.80  less  3%. 

(c)  D.  C.  Allen  invoice  No.  80,  $650.40  less  2%. 
Cash  sales,  $970.30.     Exchange  }/^%  on  cheques. 

7.  The  bank  reported  that  sight  drafts  on  the  following  customers  had 
been  collected  and  credited  less  34%  exchange:  (a)  Kenneth 
Knight,  $134;  (b)  Paul  Day,  $128.30;  (c)  Harold  Weeks,  $212.70. 

8.  Issued  cheques  to  pay  the  following  purchase  invoices:  (a)  Fetchit 
&  Mursell,  $416.90  less  23/^%.  (b)  Rhodes  &  Allsop,  $617.80  less 
2%.  Paid  by  cheque  our  note  due  to-day,  face  $550,  interest 
$16.50.  Paid  Brown  &  Delorme  on  account  by  cheque,  $485  on 
which  they  allowed  us  a  discount  of  3%. 

9.  Issued  a  cheque  to  the  Receiver  General  for  Sales  Tax,  $482.90. 

10.  Cash  sales,  $890.60. 

11.  Refunded  to  a  cash  customer,  cheque  for  $15.20  for  goods  returned. 

12.  A  cheque  for  the  payroll  was  issued,  S190.  The  freight  bill  on 
in-coming  goods  was  paid  by  cheque,  $120. 

13.  Paid  premium  on  insurance  policy,  $80.  The  bank  notified  us 
that  George  Bain's  cheque  which  was  deposited  5th  inst.  was 
returned  N.S.F.  and  was  charged  back  to  our  account.  Cash  sales, 
$652.18. 

14.  The  petty  cashier  submits  the  following  summary  of  her  expendi- 
tures: electricity,  $12.40;  office  supplies,  $8.60;  cleaning,  $10; 
decorations,  $22.14;  advertising,  $65.70;  wages,  $32.10;  telephone 
calls  and  telegrams,  $25.17;  postage,  $19.80.  Issued  replenishing 
cheque. 


CHAPTER  XV 

SPECIAL  COLUMNS  IN  THE  PURCHASE, 
SALES  AND  BILLS  JOURNALS 

Word  Study:  Special,  line  of  goods,  Special  War  Revenue  Act,  accounting 
period,  accrued,  accounts  receivable,  accomits  payable,  flexible,  current. 

Sales  Journal 

The  Sales  Journal  as  well  as  the  Cash  Journal  may  contain  special 
columns  to  show  valuable  information,  particularly  where  several  lines  of 
goods  are  sold. 

Sales  Tax 

The  Dominion  Government,  under  Sec.  86  of  the  Special  War  Revenue 
Act,  1936,  levies  a  sales  tax  as  follows:  "There  shall  be  imposed,  levied 
and  collected  a  consumption  or  sales  tax  of  eight  per  cent,  on  the  sale 
price  of  all  goods  produced  or  manufactured  in  Canada,  payable  by  the 
producer  or  manufacturer  at  the  time  of  the  delivery  of  such  goods  to  the 
purchaser  thereof."  There  are  certain  exceptions  set  out  in  the  Act  but, 
for  our  purpose,  these  exceptions  may  be  deferred  until  later  in  the  course. 
The  tax  must  be  paid  monthly  to  the  Dominion  Government. 

To  show  this  sales  tax  in  the  Sales  Journal  and  to  facilitate  the  work 
of  the  government  auditor,  a  special  column  may  be  included  for  it.  The 
following  transactions  illustrate  the  use  of  such  special  columns: 

The  General  Furniture  Co.  sells  three  lines  of  furniture — office,  living- 
room  and  hospital.  The  sales  for  March  1st  were:  Invoice  No.  173,  a  sale 
of  office  furniture  to  Volta  Manufacturing  Co.,  n/30,  $378;  Invoice  No.  174, 
a  sale  of  living-room  furniture  to  Standard  Furniture  Co.,  n/30,  $1,020; 
invoice  No.  175,  Victoria  Hospital,  net,  $246.18.  Sales  Tax  to  be  added  to 
each  invoice  at  the  rate  of  8%. 

Sales  Journal 


Date 

Isv. 

No. 

AccoLNTS  Dr. 

Terms 

Fo. 

Accounts 
Reckivadle 

Sales 
Tax 

Office 
fuknituke 

LlVISG- 
ROOM 

Furniture 

Hospital 
Furniture 

19— 
Mar. 

1 

173 

Volta  Mfg.  Co. 

n;30 

1 

378 

— 

28 

— 

350 

— 

2 

174 

Standard  Furniture  Co. 

n/30 

2 

1,101 

60 

81 

60 

1,020 

— 

3 

175 

Victoria  Hospital 
Summary 

net 

3 

265 

87 

19 

69 

246 

IS 

1,745 

47 

129 

29 

350 

— 

1,020 

— 

246 

18 

Mar. 

3 

Accounts  Receivable  D 
Office  Furniture  Sa 
Living-Rooni  Furn 
Hospital  Furniture 
Sales  Tax 

es 

ture  Sales 

Sales 

V 

4 
5 
6 

7 

1,745 

47 

350 

1,020 

246 

129 

18 
29 

121 
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This  Sales  Tax  is  a  liability,  a  debt  owed  to  the  Dominion  Government. 
When  the  tax  is  paid  by  certified  cheque  before  the  end  of  the  next  month, 
the  entry  in  the  Cash  Book  will  be : 


Sales  Tax 

Bank 

To  pay  the  Sales  Tax. 


129 


29 


129 


29 


Posting  to  the  Ledger  Accounts  may  appear  as: 

1  VoLTA  Manufacturing  Co.  4  Office  Furniture  Sales 


378—  I 
Standard  Furniture  Co. 


350- 


Living-Room  Furniture  Sales 


1,101.60  1 
3  Victoria.  Hospital 


1,020— 


Hospital  Furniture  Sales 


265.87 


246.18 


Sales  Tax 


129.29 


In  the  Sales  Tax  Ledger  account  the  items  may  appear  as: 

Sales  Tax 


Paid  by  cheque     C43  129.29 

(From  the  Cash  Journal  when  paid) 


Due  the  Dominion  Government 
(From  the  Sales  Journal) 


S119     129.29 


When  the  statements  are  made  up  at  the  end  of  the  accounting  period  this 
sales  tax  may  not  be  paid,  for  the  Act  requires  that  it  be  paid  not  later 
than  the  last  day  of  the  month  next  following  the  month  in  which  it 
occurred.^  If  unpaid  at  the  date  of  making  the  statements,  the  tax  will 
appear  as  a  current  liability. 

It  should  be  noted  that  the  rate  of  the  sales  tax  may  change  from  year 
to  year  at  the  pleasure  of  the  government. 

Problems 

1.  The  following  invoices  have  been  sent  out;  enter  them  in  your  Columnar  Sales 
Journal  having  columns  for  Accounts  Receivable,  Sales  Tax,  Rings,  Watches: 
Dec.   1.  A.  E.  Jenner,  gold  rings,  S235. 

2.  A.  C.  Jennings,  gold  watches,  $450. 

3.  J.  E.  Jensen,  gold  rings,  $715. 

4.  G.  W.  Jessop,  gold  watches,  $550. 

5.  E.  J.  Jewell,  gold  rings,  $175. 

6.  N.  F.  Jepson,  gold  watches,  $203. 

8.  A.  E.  Jenner,  gold  watches,  $150  and  gold  rings,  $300. 
Calculate  Sales  Tax  at  8%  on  each  invoice. 
Total,  summarize  and  close  the  Sales  Journal. 
Post  to  your  Ledger  so  as  not  to  disturb  its  balance. 

*See  Sales  Tax  Regulations,  1936,  p.  8. 
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2.  A    furrier    made    the    following    sales    which    he   asks    you    to   enter    in  his 

Columnar  Sales  Book  having  special  columns  for  Accounts  Receivable, 
Sales  Tax,  Coats,  Gauntlets: 

Dec.   10.  William  Johnson,  coat,  $325. 

11.  H.  M.  Jolly,  gauntlets,  $50. 

12.  B.  W.  Jones,  coat,  $550. 

13.  A.  D.  Jordan,  gauntlets,  $47. 

14.  P.  B.  Joselin,  gauntlets,  $25. 

15.  Harry  Joseph,  coat,  $650. 

17.  W.  L.  Judge,  coat,  $250,  gauntlets,  $48. 

Calculate  Sales  Tax  at  8%  on  each  invoice. 

Total,  summarize  and  close  the  Sales  Journal. 

Post  to  your  Ledger  and  show  that  the  total  debits  equal  the  total  credits. 

3.  W'hat  transactions  may  be  represented  by  the  following  entries?     Copy  this 

Sales  Journal,  summarize,  close  and  post  to  Ledger  accounts. 

Sales  Journal 


Date 

Invoice 
No. 

Accounts  Dr. 

Terms 

Fo. 

Accounts 
Receivable 

Plumbing 
Fixtures 

Heating 
Fi.xtures 

Supplies 

19— 

Mar. 

1 
2 
3 
4 
5 
5 

101 
102 
103 
104 
105 
106 

\V.  G.  Haber 
A.  E.  Hacker 
D.  Hackett 
J.  C.  Hackshaw 
H.  T.  Hadrill 
C.  K.  Hagan 

Summary 

2/10,  n/30 
On  a/c. 
2/10.  n/30 
On  A/c. 
2/10,  n/30 
On  A/c. 

e 

jre  Sales 

e  Sales 

1 
2 
3 
4 
5 
6 

V 
7 
8 
9 

149 
11 

147 

256 

1,122 

14 

06 
60 
50 

50 
70 

35 

140 

1,100 

40 
50 

110 

250 
14 

50 
70 

3 
11 

7 

6 

22 

16 

60 

50 

1,701 

36 

1,275 

90 

375 

20 

50 

26 

1,701 

36 

1,275 

375 

50 

90 

20 
26 

Accounts  Receivab 
Plumbing  Fixt 
Heating  Fixtu 
Supplies  Sales 

Purchase  Journal 

Special  columns  in  the  Purchase  Journal  will  be  similar  to  those  used 
in  the  Sales  Journal. 

Purchase  Journal 


Date 

Accounts  Cr. 

Terms 

Fo. 

Accounts 
Payable 

Plumbing 

Fl.XTUKF.S 

Heating 

FiXTUKES 

Supplies 

10— 
Nov. 

1 
2 
3 

Wright  Bros. 
Forbes  &  Co. 
Garth  Company 

Summary 

2/10,  n/30 
2/10,  n/30 
2/10,  n/30 

■es 

1 
2 
3 

4 

5 
6 

V 

1,200 
1,600 
1,100 

- 

1.200 
•100 

- 

1,500 
300 

- 

800 

3,900 

-^ 

1,.^00 

— 

1,800 

— 

800 

— 

1,300 

1,800 

800 



3,900 

Plumbing  Fixtures  Purcha 
Heating  Fixtures  Purchase 
Supplies  Purchases 
Accounts  Payable 
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Posting — Accounts  Payable 

1  Wright  Bros. 


Forbes  &  Co. 


1,200 


1,600 


Garth  Company 


1,100 


Plumbing  Fixtures  Purchases 

1,300  I 
Heating  Fixtures  Purchases 

1,800  I 
Supplies  Purchases 

800 


In  the  Purchase  Journal,  we  may  include  special  columns  for  purchases 
of  goods  not  for  resale  but  to  be  used  by  our  own  business,  as: 

Purchase  Journal 


1 

INV. 

No. 

ACCOl  NTS  Cr. 

Terms 

Fo. 

Office 
Furniture 

Living 

Sundries 

Payable 

Furniture 

Furniture 

Account 

Fo 

Amount 

19— 
Sept. 

1 

195 

Johns  &  Banks 

2/10,  n/60 

11 

200 

_ 

200 

_ 

2 

196 

Rivers  &  Fields 

2/10.  n/60 

12 

840 

— 

840 

— 

3 

197 

Rhodes  &  Carr 

2/10,  n/30 

13 

185 

— 

185 

— 

4 

198 

Henrv  &  Woods 

Net 

14 

180 

— 

Cleaning 

20 

180 

— 

S 

199 

Dust  Control  Co. 

Net 

15 

78 

— 

Office 

21 

78 

— 

6 

200 

Mann  &  Child 

Net 
Total 

16 

50 

_ 

Stationery 

22 

50 

— 

1,533 

— 

200 

— 

840 

— 

185 

— 

308 

- 

V 

17 

18 

19 

V 

Note  that  in  practice  the  summary  may  be  omitted  and  the  folio  reference 
placed  directly  beneath  the  columns.  In  all  cases,  the  total  debits  must 
equal  the  total  credits. 
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Accounts  Payable 

11  Johns  &  Banks 


17 


Purchases 

Office  Furniture  Purchases 


200— 


12 


Rivers  &  Fields 


840— 


13 

Rhodes  &  Carr 

185— 

14 

Henry  &  Woods 

18a- 

15 

Dust  Control  Co. 

200—  I 

18  Living-Room  Furniture  Purchases 

840—  I 

19  Hospital  Furniture  Purchases 


20 


185—  I 
Cleaning  Supplies 


21 


180—  I 
Office  Supplies 


78- 


16 


Mann  &  Child 


22 


78—  I 
Stationery 


50— 


50— 


The  total  debits  equal  the  total  credits. 
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Problems 

1.  The  following  purchases  have  been  checked  as  correct  by  the  receiving  clerk. 

Enter  the  invoices  in  your  Columnar  Purchase  Journal. 

Nov.  1.  Allen  Apple  Co.,  apples,  $350;  Baker  Fruit  Co.,  oranges,  $200. 

2.  Canners  Ltd.,  apples,  $250;  Dominion  Fruiters,  oranges,  $125. 

3.  Ryerson  Wholesale,  oranges,  S315;  Lumbers  Grocers,  apples,  $400. 

4.  Clarkson  Gardeners,  apples,  $315 ;  Bedford  Preserves,  oranges,  $210, 
apples,  $166. 

Post  and  show  the  equality  of  debits  and  credits. 

2.  The  following  purchases  have  been  received  and  checked.     Enter  them  in  your 

Columnar  Purchase  Journal;  use  a  special  column  for  freight. 

Jan.    2.  Guelph  Carpet  Company,  carpets,  $875,  freight,  $15. 

3.  Axminster  Rug  Co.,  rugs,  $525. 

4.  Harding  Carpets,  carpets,  $530,  freight,  $23. 

5.  Toronto  Carpet  Co.,  carpets,  $719. 

6.  Oriental  Rug  Co.,  rugs,  S126,  freight,  $11. 

8.  Ayres  Limited,  rugs,  $320. 

9.  Bird  Woollen  Mills,  rugs,  $416,  freight,  $17. 
10.  GledhiU  Co.,  rugs,  $230. 

Post  and  show  the  equality  of  debits  and  credits. 

3.  Your  firm  enters  all  purchases  of  merchandise  and  supplies  in  a  special  column 

Purchase  Journal.  During  the  first  week  of  October,  the  following  invoices 
were  received  and  passed  for  payment: 

Invoice  Line  of 

Date        No.  Creditor  Goods        Amount 

Oct.   1         98  Watson  &  Co hardware $310.00 

99  York  Traders paints 240.00 

100  Cassels&Co hardware 172.00 

101  Smith  Bros paints 112.00 

102  General  Supply  Co hardware 106.00 

4       103  Watson  &  Co hardware 115.00 

104  Cassels  &  Co hardware 93.00 

105  York  Traders paints 121.00 

106  Smith  Bros paints 119.00 

6       107       Cassels  &  Co hardware 93.00 

108  General  Supply  Co Supplies 84.00 

109  Watson  &  Co Fixtures 63.00 

Rule  a  special  column  Purchase  Journal,  enter  the  above  invoices,  sum- 
marize and  close.  Post  to  Ledger  accounts  and  show  that  the  total  debits 
equal  the  total  credits. 

4.  Rule  a  special  column   Purchase  Journal  with   columns  for  Date,   Invoice 

Number,  Accounts  Credit,  Terms,  Accounts  Payable,  Dept.  I,  Dept.  U, 
Dept.  Ill,  Dept.  I\',  Sundries  (as  in  the  illustration).  Enter  these  trans- 
actions, numbering  the  first  invoice  No.  172: 
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Date  of 

Date  Invoice             Creditor            Terms  Amount 

Mar.    1  Feb.    25  C.  R.  Brown 2/10,  n/30  $987.60 

3  Mar.    2  Suppliers  Ltd Net  $25.80 

5  Mar.    3  Allen  &  King 1/30,  n/60  $682.75 

7  Mar.    4  United  Supply  Co.. ..n/30  $350.00 

8  Mar.    8  Village  Supply  Co. ...n/30  $35.60 
10  Mar.    7  Loundes  &  Co 2/10,  n/60  $550.00 

14  Mar.  10  Auto  Supply  Co n/30  $154.00 

16  Mar.  11  Card  Specialty  Co... .n/30  $112.00 

18  Mar.  16  Smith  &  Co n/30  $415.00 

20  Mar.  20  Suppliers  Ltd Net  $72.20 

21  Mar.  15  C.  R.  Brown 2/10,  n/30  $618.60 


Complete  the  Journal  and  post  to  Ledger  accounts. 


Department 

Dept.     L  $318.10 

II    $427.54 

IV.  Balance 

Supplies 

Dept.     I.  $170.00 

III.  $350.00 

IV.  Balance 
Adding  Machine 

Supplies 

Dept.     I.  $230.60 

II.  Balance 

Tires 

Files 

II.  $240.00 
IV.  Balance 
Office  Supplies 
Dept.  I.  $175.00 
II.  $310.00 
IV.  Balance 


Dept. 


Bill  Journals 

In  some  cases,  short  term  bills  or  drafts  may  be  used  to  settle  an  account 
after  a  discount  has  been  deducted.  Generally  speaking  this  item  is 
the  principal  one  for  which  a  special  column  is  used  in  practice.  Interest 
and  Discount  is  usually  recorded  in  the  Cash  Book.  For  purposes  of 
illustration,  only  the  money  columns  of  these  journals  will  be  shown  here. 

Bills  Receivable  Journal 


Date 

Accounts  Cr. 

s 

Remarks    ' 

19- 
Oct. 

1 
2 
3 
4 

I.  C.  Innian 
C.  n.  limes 
A.  E.  Inland 
Geo.  H    Irons 

SlMMARY 

D 

JS 
.■C( 

Less  3%    / 
'•      2% 
"      3%    I 

Net            / 

Bills  Rccti\ablc 

Discount  off  Sal 

Accounts  R 

r.                   ( 
Dr.                \ 
•ivabie  Cr.    ) 

L 

Face 

DiSCOLNT 

Accounts 

] 

OFF  .Sales 

Receivable 

Remarks 

)    32 

194 

—  ■ 

6 

200 

33 

170 

52 

3 

48 

174 

— 

34 

81 

48 

2 

52 

84 

— 

35 

75 

— 

75 

— 

521 

— 

12 

— 

533 

— 

/    30 

521 

/    31 

12 

— 

Ua- 

533 

— 

30 


31 


Bills  Receivable 


521—  I 
Discount  off  Sales 


12- 


Ledger  Postings 


32 

J.  C.  Inman 

200— 

33 

C.  B. Innes 

174— 

34 

A.  E.  Ireland 

84— 

35 

Geo.  H.  Irons 

Total  debits  equal  total  credits. 


75- 
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When  a  note  is  dishonoured   for  non-payment,  the  reversing  entry 
should  be  made  in  the  General  Journal,  as: 


Customer 

Discount  off  Sales 

Notes  Receivable 

To  charge  back  the  dishonoured  note  and 
discount. 


Bills  Payable  Journal 


150 


3 
147 


Date 


19-- 


Oct. 


Accounts  Payable    Remarks 


James  &  Co.  Less  23^% 

Jarvis  Bros.  Net 

W.  W.  Jeffers,  Ltd.    Less  2% 


Summary 


Accounts  Payable 
Bills  Payable 
Discount  off  Purchases 


— 

Fo. 

Face 

Discount 
of 
Purchases 

Accounts 
Payable 

Remarks 

41 

42 
43 

390 
500 

716 

20 

10 

14 

62 

400 
500 
730 

82 

1,606 

20 

24 

62 

1,630 

82 

- 

)44 
/45 

1,630 

82 

1,606 
24 

20 
62 

41 


James  &  Co. 


Ledger  Postings 

44 


Bills  Payable 


42 


400—  I 
Jarvis  Brothers 


1,606.20 


45 


Discount  off  Purchases 


43 


500—  I 
VV.  VV.  Jeffers,  Ltd. 


24.62 


730.82  I 
Total  debits  equal  total  credits. 


The  use  of  special  columns  is  a  flexible  device  and  may  be  adapted  to 
meet  the  requirements  of  any  particular  case. 

Our  own  notes  given  to  the  bank  to  secure  a  loan  should  be  entered  in 
the  General  Journal  as  Bank  Bills  Payable. 

Only  personal  accounts  should  appear  in  the  bill  journals. 

General  Journal 

The  General  Journal  may  be  ruled  with  special  columns  and  will 
receive  consideration  in  a  later  chapter  (p.  160). 

Problems — Bills  Receivable  and  Bills  Payable 

1.  Enter  the  follov/ing  note  transactions  in  your  Columnar  Notes  Journals  ruled 
as  in  the  illustration  and  post  to  a  Ledger: 
Received  the  following  notes: 
July    2.  O.  D.  Oliver,  $60. 

3.  J.  A.  Daboll,  $120  to  pay  his  bill,  $125  less  $5  discount. 
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July   4.  Lloyd  Howe  to  settle  our  invoice,  $150  less  3%. 

5.  G.  G.  Heather  to  settle  our  invoice,  $200  less  23/^%. 

6.  George  Inglis  to  balance  his  account,  $132.50. 

7.  Harold  Kent  to  settle  invoice,  $315  less  3%. 

Accepted  the  following  drafts : 

July   3.  N.  E.  Thomas  to  balance  account,  $116. 

4.  D.  O.  Moore  to  settle  his  invoice,  $250  less  2%. 

5.  James  Field  to  settle  his  invoice,  S300  less  3%. 

6.  Small  Bros,  as  agreed,  $118  less  2%. 

2.  Record  the  following  note  and  draft  transactions  in  your  Columnar  Notes 

Journals. 

Aug.  1.  Received  from  R.  C.  Homer,  his  30-day  note,  $500. 

2.  Gave  C.  E.  Brown  our  60-day  note  to  settle  invoice  No.  315,  $300 
less  3%. 

3.  Robert   Green's   acceptance   was   received    in    settlement   of   our 
invoice,  $400  less  3%. 

4.  L.  H.  Peabody  sent  his  note  to  balance  his  account,  $201. 

5.  We  remitted  Lever  Bros,  our  acceptance  in  settlement  of  their 
invoice,  $409  less  3%. 

Summarize  and  post  up-to-date.     Show  that  the  total  debits  equal  the  total 
credits. 

3.  Enter  the  following  memoranda  in  a  Notes  Receivable  Journal  with  special 

money  columns  for  Face,  Discount  off  Sales,  Accounts  Receivable;  and  in  a 

Notes  Payable  Journal  with  special  money  columns  for  Face,  Discount  off 

Purchases,  Accounts  Payable.     Supply  suitable  information  for  the  other 

columns: 

May  2.  Accepted  Walker  &  Co.'s  draft,  $350  at  10  days  sight  less  2% 

discount. 
3.  Received  from  Ransome  &  Son  on  account,  their  acceptance  at 

30  days  from  April  27th  for  $250. 

5.  Discounted  at  the  Merchant's  Bank  our  own  60-day  note  for  $600  at 
7%.     The  proceeds  were  deposited. 

6.  Drew  a  10-day  draft  on  Dempster  Bros,  to-day  to  settle  invoice, 
S367.25  less  2%.      (Enter  as  usual.) 

7.  Received  from  A.  Holmes  his  30-day  note  on  account,  face  $121.60. 
The  note  was  dated  May  6th. 

8.  John  Brooks  accepted  our  10-day  draft  on  him  for  the  invoice, 
8132.60  less  3%. 

10.  Accepted  a  10-day  draft  dated  May  8th  and  drawn  by  Simpson  & 

Son  to  settle  their  invoice,  $415.90  less  2%. 
12.  John  Knox  accepted  our  10-day  draft  on  him  for  $82.15. 

14.  Received  a  30-day  note  dated  May  12th  for  S210  from  Louis 
Stevenson  on  account. 

15.  Gave  the  Caterpillar  Tractor  Co.  a  90-day  note  to  pay  for  a  truck, 
$1,200.  Sent  Walker  &  Co.  a  cheque  to  settle  our  acceptance  of 
May  2nd. 

17.  Accepted  Jones  &  Long's  draft  at  10  days'  sight  for  $319.25. 
19.  Received    from    Ross   Stephenson    his    10-day   acceptance   dated 
May  15th  for  S32.70  in  settlement  of  our  invoice,  $33.37.     Received 
from  Dempster  Bros,  cheque  for  their  acceptance  of  May  6th. 
Total  and  summarize  the  books.     Post  both  books  to  the  same  Ledger  and 
take  a  Trial  Balance. 
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SUMMARY 

Additional  columns  may  be  provided  in  the  other  Special  Journals  as : 

Sales  Journal  1.  Various  Departments 

2.  Sales  Tax 

Purchase  Journal  1.  Various  Departments 

2.  Freight 

3.  Simdry  or  Supplies 

Bills  Receivable  Journal    1.  Face 

2.  Discount  off  Sales 

3.  Accounts  Receivable 

Bills  Payable  Journal         1.  Face 

2.  Discount  off  Purchases 

3.  Accounts  Payable 

Other  columns  may  be  added  to  suit  a  particular  case. 

Oral  Questions 
Sales  Journal 

1.  Name  three  advantages  of  special  columns. 

2.  What  column  in  the  Sales  Journal  is  the  general  column?     Why? 

3.  Describe  how  you  would  post  the  Sales  Journal  on  p.  123. 

4.  W^hat  precaution  should  be  taken  in  posting  any  Special  Columnar  Journal? 

5.  Suggest  special  columns  for  a  Sales  Journal  used  in  a  restaurant;  on  a  farm; 

on  a  railway;  in  a  coal  business;  in  a  general  store. 

6.  How  may  an  analysis  of  sales  be  obtained? 

7.  Why  was  the  total  of  the  general  column  not  posted? 

8.  Where  would  you  enter  returned  sales? 

Purchase  Journal 

1.  Describe  how  you  would  post  this  Journal  (see  p.  123). 

2.  Why  was  a  cash  column  not  used  in  the  Purchase  Journal? 

3.  How  would  cash  purchases  be  entered? 

4.  Why  should  there  be  several  column  headings  in  the  Purchase  Journal  as  in 

the  Sales  Journal? 

5.  Where  would  you  enter  returned  purchases? 

Bills  Journal 

1.  When  is  a  Notes  Receivable  entry  made  in  the  Cash  Journal? 

2.  When  is  a  Notes  Payable  entry  made  in  the  Cash  Journal? 

3.  Where  would  you  enter  dishonoured  notes?     What  is  the  entry,  in  Journal 

form,  for  a  dishonoured  note? 

4.  Describe  how  you  would  post  the  Columnar  Notes  Receivable  Book. 

5.  How  does  the  posting  of  the  Notes  Payable  Journal  differ  from  the  posting 

of  the  Notes  Receivable  Journal? 

6.  What  is  a  Bill  Journal? 

7.  What  is  a  Bills  Receivable?     A  Bills  Payable? 
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Problems 

1.  Set — Columnar  Books.     In  the  following  set  of  transactions  only  sufficient 

transactions   are   introduced   to   afford   you   practice   in   using   Columnar 

Journals.     Enter  this  information  in  your  Journals  with  special  columns 

as  indicated: 

General  Journal— none. 

Purchase  Journal — Accounts  Payable,  Freight,  Cotton,  Linen,  Silk. 

Sales  Journal — Accounts  Receivable,  Cotton,  Linen,  Silk,  Sales  Tax. 

Cash  Journal — Debit — Net   Amount,    Accounts    Receivable,    Discount   off 
Sales,  Bank,  General. 
Credit — Net  Amount,  Accounts  Payable,  Discount  off  Pur- 
chases, Bank,  General. 

Bills  Receivable  Journal — ^Face,  Discount  off  Sales,  Accounts  Receivable. 

Bills  Payable  Journal — Face,  Discount  off  Purchases,  Accounts  Payable. 

Post  to  a  Ledger,  take  a  Trial  Balance  and  make  out  the  statements  for 

the  period  of  one  week. 

Investmient 

June  L  James  Sharpe  invested  cash,  $1,000,  and  inventories  of  cotton, 
$281;  linen,  $1,000;  silk,  $719. 

Purchases — F.O.B.  Shipping  Point 

June  1.  Canada  Textiles,  cottons,  $200;  linens,  $100,  3/10,  n/30;  freight,  $12. 

2.  Caldwell  Linens,  2/10,  linens,  $200;  silk,  $300. 

4.  Empire  Cottons,  n/30,  cottons,  $300;  linens,  $250;  freight,  $15. 
6.  Toronto  Cottons,  3/10,  n/30,  cottons,  $219;  silk,  $119. 

Sales 

June  2.  Heath  &  Co.,  2/10,  n/30,  cotton,  $75;  linen,  $80;  silk,  $20. 

3.  Purdy  &  Greene,  n/30,  linen,  $60;  silk,  $30. 

4.  Canada  Electric,  n/30,  cotton,  $236;  linen,  $570;  silk,  $40. 

6.  Kelly  &  Douglas,  2/10,  n/30,  cotton,  $95;  linen,  $50;  silk,  $35. 
Wood  Bros.,  n/30,  cotton,  $110;  linen,  $40. 
Sales  Tax  of  8%  on  cottons  only. 

Cash  Receipts 

June  1.  Investment  which  was  deposited. 
2.  Cash  sale  of  silk,  $124. 

4.  Canada  Electric  paid,  $196,  and  we  allowed  a  discount  of  $4. 
Total  credit,  $200. 

5.  Received  from  Purdy  &  Greene,  $90. 

6.  Deposited,  $360. 

Cash  Payments 

June  1.  Paid  rent  by  cheque,  $100. 
•  4.  Gave  Caldwell  Linens  a  cheque  for  $490.     They  gave  us  a  credit 

for  discount,  $10;  total  debit,  $500. 
6.  Salaries  by  cheque,  $215;  advertising  by  cheque,  $65. 
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Notes  Receivable 

June  1.  Heath  &  Sons  accepted  our  10-day  draft  for  our  invoice  of  June  2nd 
less  2%. 
6.  Kelly  &  Douglas  accepted  our  10-day  draft  and  we  allowed  them 
2%,  invoice  June  6th. 

Notes  Payable 

June  2.  We  accepted  draft  of  Canada  Textiles  for  invoice  of  June  1st. 
less  3%. 
6.  We  accepted  draft  of  Toronto  Cottons  for  invoice  of  June  6th, 
less  3%. 

Inventories— cottons,  $656;  linens,  $1,020;  silks,  $972. 

2.  Review  Exercise — Compare  the  business  position  in  April  with  the  position  in 
May. 

Trial  Balances 


No. 


Accounts 


Cash 

Accounts  Receivable 

Notes  Receivable 

Inventory  at  Cost 

Equipment 

Prepaid  Insurance 

Supplies 

Accounts  Payable 

Notes  Payable 

A.  F.  Sutherland,  Capital- 
Sales 

Purchases 

Returned  Sales 

Returned  Purchases 

Freight-in 

Selling  Expense 

General  Expense 

Discount  off  Purchases 

Discount  off  Sales 

Interest  Expense 

Bad  Debts 

Inventories: 

Goods  on  Hand 

Insurance  Used 

Supplies  Used 

General  Expenses  Prepaid 


April  30 
This  Year 


1,350 

6,543 

2,861 

21,000 

7,180 

550 

121 


8,540 
121 

390 

1,140 

550 

190 
33 
56 


30 


10,150 

6,000 

23,063 

11,230 


63 


122 


50,629  38        50,629  38 


89 


19 


30 


23,500 

50 

100 

75 


May  31 
This  Year 


2,832 

40 

4,911 

82 

3,215 

40 

23,500 

— 

7,180 

— 

650 



111 

50 

11,230 

6,000 

25,881 

16,540 

14,337 

20 

87 

40 

64 

570 

10 

1,540 

60 

670 

14 

217 

210 

47 

23 

60 

92 

70 

59,933 

59.933 

33 

2,700.94 

60  — 

100  — 

120  — 


CHAPTER  XVI 

ADJUSTING  ENTRIES 

Word  Study:  Adjustment,  bad  debt,  accrued  interest,  depreciation,  fixed 
asset,  prepaid  expenses,  deferred  credit,  uncollectible,  authorize,  credit 
manager,  unreliable,  reserve,  overdue,  write  off  an  account,  bad  debts  recovered. 

Every  moment  of  activity  brings  about  changes  in  the  assets  and 
HabiHties  with  the  result  that  the  ledger  does  not  show  at  all  times  a  true 
picture  of  the  business. 

Some  of  the  things  which  change  from  day  to  day  are : 

Assets  1.  Inventory 

2.  Accounts  Receivable — Bad  Debts 

3.  Notes  Receivable — Bad  Debts 

4.  Interest  on  Notes  Receivable — Accrued 

5.  Fixed  Assets — Depreciation 

6.  Prepaid  Expenses — Unused 
Liabilities   7.  Accrued  Expenses — Accrued 

8.  Interest  on  Notes  Payable — Accrued 

9.  Deferred  Credits — Prepaid 

Therefore  adjustments  must  be  made  periodically  to  make  the  records  in 
the  books  show  their  estimated  true  value. 

The  Merchandise  Inventory  Adjustment 

The  Merchandise  Inventory  Adjustment  was  dealt  with  in  Ch.  XI, 
p.  78,  when  the  Trading  and  Profit  and  Loss  Accounts  were  closed. 

Accounts  Receivable  Adjustment — Bad  Debts 

PHASE  I.  When  a  person  buys  an  article  and  promises  to  pay,  you 
expect  him  to  meet  his  debt  but  experience  has  shown  that  not  all  cus- 
tomers do  and  that  there  will  be  some  bad  debts  both  on  the  personal 
accounts  and  on  notes.  How  many  customers  will  not  pay  is  a  question 
difficult  to  answer. 

Long,  Shortt  and  Large  are  customers  who  buy  small  quantities  of 
goods  from  you  on  their  promises  to  pay.  Their  accounts  are :  Long,  $15 ; 
Shortt,  $20,  and  Large,  $17.  You  find  after  some  months  that  Long  is  not 
likely  to  pay  because  he  has  departed  from  the  community.  His  account 
therefore  becomes  a  bad  debt,  which  you  write  off  as  follows: 
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Entry — to  write  off  Long's  account 


133 


Bad  Debts 

A.  Long 

To  write  off  the  account  as 
bad. 


15 


15 


At    the   end    of    the    period,    you    make 
another  entry: 


Profit  and  Loss 

Bad  Debts 

To    close    the    Bad    Debts 
Account. 


15 


15 


Posting 

A.  Long 


15— 


15- 


B.  Shortt 


20—  I 
C.  Large 


17- 


Sales 


15— 
20— 

17— 


Bad  Debts 


15—  I 
Profit  and  Loss 


15- 


15- 


Problems — Writing  off  Bad  Debts 

After  all  efforts  to  collect  the  following  accounts  have  failed,  the  manager 
authorizes  you  to  write  off  J.  Robinson's  account,  $75 ;  F.  Kingsley's  account, 
Murray  Johnson's  account,  $11.     Make  the  Journal  entries: 


(a)  To  write  off  these  accounts. 

(b)  To  close  the  Bad  Debts  Account. 

2.  The  accounts  of  D.  Leavens,  $106.31,  and  I.  M.  Johnston,  $203.14,  are  found 

to  be  uncollectible  and  the  manager  has  authorized  you  to  write  them  off. 
Make  the  Journal  entries  to: 

(a)  Write  off  these  accounts. 

(b)  Close  the  Bad  Debts  Account. 

3.  The  new  credit  manager  allowed  credit  too  freely  and  John  Adams,  Joseph 

Agnes  and  A.  Allcut  now  find  themselves  unable  to  pay  their  accounts  which 
are  $38.62,  $45.15  and  $51.30  respectively.  Adams  agrees  to  settle  with 
you  for  $18.62;  Agnes  pays  $5.15,  and  Allcut  pays  $25.  You  are  instructed 
by  the  manager  to  write  off  the  balances.  Make  the  necessary  entries  to 
record : 

(a)  Cash  received  according  to  agreement. 

(b)  To  close  these  accounts. 

(c)  To  close  the  Bad  Debts  Account. 

PHASE  II.  At  the  end  of  the  accounting  period  the  total  of  the 
Accounts  Receivable,  one  hundred  customers,  is  $752.80.  The  problem 
is  to  calculate  the  amount  of  bad  debts  which  may  be  expected  to  arise 
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from  these  accounts, 
appear  as: 

J.  Long 


On  December  31,  1936,  six  of  these  Ledger  Accounts 


F.  Shortt 


1936 

1936 

Jan.     2 

5— 

Jan. 30 

1— 

Feb.    4 

8— 

May  10 

3— 

1936 

1936 

Jan.     3 

10— 

Jan.     7 

10— 

15 

20— 

Feb.    3 

20— 

Dec.    5 

20— 

B.  Rogers 


H.  Ritchie 


1933 

Apr.  1 

15— 

1934 

May  3 

20— 

1936 

1936 

Mar.    1 

18— 

Mar.  11 

18— 

May    9 

10— 

May  19 

10— 

July  15 

20— 

July  25 

20— 

L.  Whitham 


C.  Dover 


1931 
Aug.  4 
Sept.  8 


70— 
60— 


1936 
Nov.    3 


40— 


You  will  notice  that  some  of  these  accounts  are  quite  old  while  some  are 
quite  recent.  B.  Rogers,  for  example,  has  owed  us  since  April  1,  1933, 
or  for  more  than  three  years.  C.  Dover  has  owed  us  since  November  3, 
1936,  or  for  58  days.  Would  it  be  proper  to  say  that  B.  Rogers  has 
forgotten  his  account?  No,  because  we  send  out  a  monthly  statement 
advising  him  of  the  balance.  If  Dover's  account  which  is  58  days'  old  is 
worth  $40,  would  Roger's  account  which  is  2>}4  years  old  be  worth  $35? 
The  following  table  compiled  by  business  men  shows  one  way  to  estimate 
the  probable  value  of  your  overdue  accounts,  although,  of  course,  it  will 
not  necessarily  be  true  for  all  businesses  or  under  all  conditions: 


An  Account  Past 

And  Is  Worth 

Due  for 

Diminishes 

Onxy 

0  days  to  90  days 

10% 

90c.  on  the  dollar 

90  davs  to  4  months 

15% 

85c.  on  the  dollar 

4  months  to  5  months 

25% 

75c.  on  the  dollar 

5  months  to  6  months 

50% 

50c.  on  the  dollar 

6  months  to  1  year 

70% 

30c.  on  the  dollar 

1  }'ear    to  2  \ears 

80% 

20c.  on  the  dollar 

2  years  to  3  years 

90% 

10c.  on  the  dollar 

3  years  to  5  years 

100% 

Oc.  on  the  dollar 

Thus,  the  longer  an  account  is  past  due,  the  less  likely  you  are  to  collect 
anything  because  customers  who  let  their  accounts  lag  become  progres- 
sively unreliable.  It  is,  therefore,  unwise  to  consider  past  due  accounts 
worth  their  face  value. 

J.  Long's  account,  which  is  8  months  overdue,  is  worth  $15  x  30c.  on 
the  dollar,  or  $4.50,  a  shrinkage  of  $10.50.  Instead  of  putting  $15  in  our 
Balance  Sheet  we  should  put  $4.50,  although  he  still  owes  us  $15.  We, 
therefore,  make  an  adjustment  and  put  both  amounts  in  the  Balance 
Sheet,  as: 


Accounts  Receivable $15.00 

Less  Reserve  for  Bad  Debts 10.50 


$4.50 
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This  practice  is  a  look  into  the  future  and  a  preparation  for  what  we  expect 
may  happen.  In  other  words,  the  reserve  prevents  money  being  taken 
out  of  the  business,  as  shown  in  the  following  examples: 


Example 

The  Pure  Food  Company  has  a  profit  of  $5,000  and  Accounts  Receiv- 
able of  $8,000.  By  analyzing  the  overdue  accounts  it  is  estimated  that 
$100  bad  and  doubtful  accounts  are  on  the  books. 

(a)  Set  up  a  reserve  for  this  expected  loss. 

(b)  Show  its  effect  on  the  $5,000  profit. 

(c)  Show  the  effect  on  the  Balance  Sheet. 

Entry 

(a)  To  set  up  a  reserve  of  $100: 


Profit  and  Loss 

Reserve  for  Bad  Debts 
To  set  up  the  reserve. 


$100 


$100 


Profit  and  Loss 


100— 


5.000— 


(b)  To  show  the  effect  of  setting  up  a  reserve 

Profit $5,000.00 

Less  Provision  for  Bad  Debts 100.00 


Reserve  for  Bad  Debts 


Net  Profit $4,900.00  ' 

Setting  up  a  reserve  reduces  the  profit  or  reserves  a  part  of  the  profit. 

(c)  To  show  how  a  reserve  appears  in  the  Balance  Sheet: 


100— 


Accounts  Receivable 

Less  Reserve  for  Bad  Debts... 


$8,000.00 
100.00 


$7,900.00 


By  making  the  adjustment  of  $100,  the  Accounts  Receivable  are  shown  as 
$7,900  or  the  estimated  true  value,  and  $100  is  deducted  from  the  profit, 
$5,000. 

Problems — Setting  up  a  Reserve  for  Bad  Debts 

1.  The  profit  was  S5,000;  the  estimated  Bad  Debts,  $200;  the  Accounts  Receiv- 
able, $2,000. 

(a)  Make  Journal  entries  to  set  up  a  reserve  of  $200. 

(b)  Show  how  this  entry  affects  the  Balance  Sheet. 

(c)  What  was  the  Net  Profit? 

2.  The  profit  was  $7,500;  Accounts  Receivable,  $2,500;  estimated  Bad  Debts, 
10%  of  Accounts  Receivable. 

(a)  Make  a  Journal  entry  to  set  up  the  reserve. 

(b)  Show  the  Accounts  Receivable  as  they  appear  in  the  Balance  Sheet. 

(c)  What  was  the  Net  Profit? 
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3.  The  Accounts  Receivable  was  $9,000;  Profit,  $8,000;  Sales,  $18,000;  estimated 
loss  on  Accounts  Receivable,  2%  of  the  sales. 

(a)  Make  the  Journal  entry  to  set  up  the  reserve. 

(b)  Show  the  Accounts  Receivable  and  the  Reserve  in  the  Balance  Sheet. 

(c)  What  was  the  Net  Profit? 

PHASE  III.     Where  the  Reserve  for  Bad  Debts  Account,  $100,  has 
been  on  the  books  for  a  year,  all  bad  debts  written  off  during  the  year  are 
closed  into  it  at  the  end  of  that  year. 
The  following  accounts  were  written  off  during  the  year: 


General  Journal 


(a)  Jan.  10.     Joe  Breen's  Jan. 

$10. 


(b)  Mar.  11.     David  Crombie's  Mar. 

Account,  $15. 


(c)  May  12.     Samuel  Dawson's  May 

Account,  $11. 


(d)  Aug.  14.     Lena  Elliott's  Aug. 

Account,  $8. 


(e)   Nov.  15.     Chas.  Ryder's  Nov. 

Account,  $20. 


Post  these  to  a  Ledger. 
Bad  Debts 


1936 

1936 

Jan.  15 

10— 

Dec.  31 

64— 

Mar.  11 

15— 

May  12 

11— 

Aug.  14 

8— 

Nov.  15 

20— 

64— 

64— 

10 


11 


12 


14 


15 


Bad  Debts 

Joe  Breen.... 
To      write      off 
account. 


this 


Bad  Debt 

David  Crombie. 
To      write      off      this 
account. 

Bad  Debt 

Samuel  Dawson.... 
To      write      off      this 
account. 

Bad  Debt 

Lena  Elliott 

To      write      off      this 
account. 

Bad  Debt 

Chas.  Ryder 

To      write      off      this 
account. 


10 


15 


11 


20 


Reserve  for  Bad  Debts 


1936 
Dec.  31 


64- 


1935 
Dec.  31 


10 


15 


11 


20 


100— 


Journal  entry  to  close  Bad  Debts  Account  into  the  Reserve  Account: 

64 


Reserve  for  Bad  Debts 

Bad  Debts 

To  close  Bad  Debts  Account. 


64 


When  posted,  this  entry  will  reduce  the  Reserve  to  $100  — $64  or  $36. 
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The  Reserve  must  now  be  built  up  again  for  the  following  year.  How 
much  shall  be  put  with  the  balance  of  $36?  There  are  four  common 
ways  of  calculating  the  amount  to  be  carried  in  the  reserve : 

1.  A  lump  sum,  say,  $125. 

2.  Some  percentage  of  the  Accounts  Receivable  as  at  December  31st. 

3.  Some  percentage  of  the  total  sales  for  the  year. 

4.  The  personal  Accounts  Receivable  may  be  aged  as  on  p.  134. 

No.  4  is  the  best  method  but  it  is  also  the  most  expensive.     No.  3  is 
probably  the  most  common. 

Example 

Sales  for  1933 $6,400 

Bad  Debts  suffered  in  1933 $64 


Percentage. 


6400^   1-^/0 


If  the  Sales  for  1934  were  $12,000,  then  the  Reserve  should  be  1%  of 
$12,000  or  $120.  Since,  in  the  Reserve  there  is  already  $36  you  must  now 
add  (120-36)  or  $84. 


Entry to  build  up  the  Reserve  for  the  following  year: 


Profit  and  Loss 

Reserve  for  Bad  Debts. 
To  replenish  the  reserve. 


84 


84 


Reserve  for  Bad  Debts 


*Balance 

64— 
120— 

Balance 

100— 

84— 

184— 

184— 

120— 

^Red  ink. 


Profit  and  Loss 


84— 


1,450- 


This  discussion  may  be  summarized  is: 


1930 

1931 

1932 

1933 

1934 

1.  Write  off  Bad  Debts 
Bad  Debts      — 
Customer         — 

1.  Write  off  Bad  Debts 
Bad  Debts      — 
Customer        — 

1.  Write  off  Bad  Debts 
Bad  Debts      — 
Customer        — 

The  same 
1932 

The  same 
1933 

2.  To  close  Bad  Debts 
P.  &  L.            — 
Bad  Debts      — 

2.  To  close  Bad  Debts 
P.  &  L.            — 
Bad  Debts      — 

2.  To  close  Bad  Debts 
Reserve           — 
Bad  Debts      — 

The  same 
1932 

The  same 
1933 

3.  Set  up  reserve 

P.  &  L.            — 
Reserve           — 

3.  Increase  reserve  as 
required 
P.  &  L.            — 
Reserve           — 

The  same 
1932 

The  same 
1933 
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Example 

The  George  \V.  Reed  Company  has  in  its  ledger  an  account  for 
Reserve  for  Bad  Debts,  $1,100.  During  the  year  the  following  accounts 
were  written  off  as  bad:  Niagara  Rainbow  Co.,  $215;  Kitchener  Arctic 
Air  Co.,  $45;  Napanee  Down  Co.,  $430;  Huron  Ice  Co.,  $300.  The 
Accounts  Receivable,  December  31st,  was  $30,500. 

(a)  Show  the  Bad  Debts  written  off. 

(b)  Show  a  reserve  of  $1,200  for  1938. 

(c)  The  Profit  before  making  adjustments  was  $7,500.  Make  the 
necessary  entries  to  adjust. 

(a)  To  write  off  Bad  Debts: 


Bad  Debts 

Niagara  Rainbow  Co 

Kitchener  Arctic  Air  Co 

Napanee  Down  Co 

Huron  Ice  Co 

To  write  off  these  accounts. 


990 


215 

45 

430 

300 


Niagara  Rainbow  Co. 


Bad  Debts 


215—  I   Bad  Debts 
Kitchener  Arctic  Air 


215— 


99  990—  I  To  close 

Reserve  for  Bad  Debts 


990— 


45—  I  Bad  Debts 
Napanee  Down  Co. 


45- 


430—  I  Bad  Debts 
Huron  Ice  Co. 


430- 


*Balance 

990— 
1,200— 

1,100— 
1,090— 

2,190— 

2,190— 

Balance 

1,200— 

Profit  and  Loss 


300- 


Bad  Debts         300— 


Bad  Debts       1,090— 


7,500— 


♦Red  Ink. 

To  close  Bad  Debts  Account 


Reserve  for  Bad  Debts 

Bad  Debts 

To  close  Bad  Debts  Account. 


990 


990 


(b)  To  increase  the  Reserve  to  $1,200. 

The  reserve  now  shows  $1,100 -$990  or  $110. 
Amount  to  be  added  to  $110  to  make  $1,200  is  $1,090. 


Entry 


Profit  and  Loss 

Reserve  for  Bad  Debts 

To  increase  the  reserve  to  $1,200. 


1,090 


1,090 
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(c)  The  Profit  and   Loss  Account  now  shows  $7,500-$l,090  or  $6,410. 

The  Accounts  Receivable  will  appear  in   the  Balance  Sheet  at  the 
estimated  true  value,  as: 


Assets 
Cash 
Bank 

Accounts  Receivable..    $30,500 
Deduct  Reserve  1,200 


$29,300 


and  the  provision  for  Bad  Debts  will  appear  in  the  Profit  and  Loss  State- 
ment, as: 


Gross  Trading  Profit 

Operating  Expenses 

Salaries 

Advertising 

Provision  for  Bad  Debts 

Supplies 

Repairs 

Communication 


1,090 


00 


7,500 


00 


Bills  Receivable  should  be  included  with  Accounts  Receivable  in  estimating 
the  reserve. 

Every  effort  should  be  made  to  collect  a  doubtful  account  and  in  some 
cases  the  account  may  be  collected.  The  entry  to  record  the  collection 
of  an  account  which  has  been  written  off  as  bad  is: 


Cash 

Bad  Debts  Recovered 

To  record  payment  of  Arctic  Air 
Co's  account  written  off  in  1931. 


45 


45 


The  Arctic  Air  Co.  paid  their  account  which  had  been  written  off 
December  31,  1933. 

The  Bad  Debts  Recovered  Account  should  be  closed  into  Profit  and  Loss 
and  appear  in  the  General  Section  of  the  Profit  and  Loss  Statement. 
This  method  is  recommended  by  the  Income  Tax  Department,  but  in 
practice  the  bad  debts  recovered  are  usually  credited  to  the  Reserve  for 
Bad  Debts. 

Oral  Questions 

1.  Why  are  adjustments  necessary? 

2.  In  what  items  are  adjustments  necessary? 

3.  Why  should  Accounts  Receivable  be  adjusted? 

4.  What  is  a  bad  debt? 

5.  How  long  does  a  debtor  have  to  pay  his  debt? 

6.  How  long  does  a  creditor  have  to  collect  his  accounts? 
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7.  Describe  how  a  bad  debt  is  written  off. 

8.  What  is  meant  by,  "Writing  off  an  account"? 

9.  Describe  how  the  Bad  Debts  Account  is  closed. 

10.  Explain  why  a  customer's  account  becomes  less  in  value  the  older  it  becomes. 

11.  What  is  the  meaning  of  "reserve"? 

12.  What  is  the  entry  for  setting  up  a  reserve? 

13.  What  is  the  effect  of  a  reserve  on  the  Gross  Trading  Profit? 

14.  What  account  is  closed  into  the  Reserve  for  Bad  Debts? 

15.  How  is  the  Reserve  for  Bad  Debts  shown  on  the  Balance  Sheet? 

16.  In  what  statement  does  the  Bad  Debts  Account  appear? 

17.  When  a  recovery  of  a  bad  debt  is  made,  what  entry  would  be  necessary? 

18.  Why  do  people  fail  to  pay  their  debts? 


Problems 

From  the  Canada  Year  Book  obtain  the  number  of  business  failures  each  year 
since  1930  and  also  the  various  lines  of  business  in  which  the  failures  were 
reported. 

Determine  amounts  which  will  be  suitable  and  reasonable  for  the  following 
indicated  blanks  and  support  your  findings  by  Journal  entries  and  Ledger 
accounts: 


No. 

Accounts 
Receiv- 
able 

Credit 
Sales 

Bad  Debts 

Written 

off 

Required 
Reserve 

FOR 

Bad  Debts 

Profit 
Before 
Adjust- 
ment 

Net 
Profit 

OR 

Loss 

Balance 
Sheet 
Record 

Bad  Debts 

TO  BE 

Written 

OFF 

Reserve 

Already 

ON  the 

Books 

a 

8.000 
10,000 
20,000 

4.600 
15,872.86 

12,000 
30.000 
30,000 
15,000 
52,000 

125 
350 
400 

75 

89.72 

300 

2%  Accts.  Rec. 
5%  Sales 
3%  Sales 

3%  Accts.  Rec. 

3.000 

6.000 

2,000* 

5.000 

4,000 

b 

100 

c 
d 

e 

300 

250 

75 

400 
600 

♦Loss. 

George  Bawtinheimer  owed  us  $72  and,  after  five  years  of  unsuccessful  efforts 
to  collect,  we  wrote  it  off.  Two  years  after  writing  off  the  account  we 
received  a  letter  enclosing  a  Postal  Order  for  the  amount.  The  bookkeeper 
entered  it  as  "Cash  /  Reserve  for  Bad  Debts,  $72."  Is  this  entry  correct? 
Why? 

Find  the  amount  to  be  charged  to  Profit  and  Loss  in  each  case  and  show 
Journal  entries  and  Ledger  accounts  for  each : 


No. 

Bad  Debts 
Written  off 
During  Year 

Estimated 

Loss  for 

Next  Year 

Present 
Reserve 

Reserve 

on  Balance 

Sheet 

Profit 
and  Loss 
Account 

Amount 
Allowed  by 
Income  Tax 

a 

100 
300 
500 
650.72 
1,986.47 

500 

700 

800 

719.85 

315.62 

b 
c 
d 

e 

200 
1,000 
1,236.84 

516.40 

? 
? 

? 
? 

interest  Income  Accrued 

We  hold  a  note  bearing  interest  and,  at  the  date  of  closing  the  books, 
the  interest  accrued  thereon  is  $2.15,  What  adjustment  is  necessary? 
This  $2.15  is  an  asset  and  belongs  to  the  present  period. 
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Entry : 


(a) 


Interest  Income  Accrued 

Interest  Income 

To  record  accrued 
income. 


15 


15 


(b) .  End  of  Period 


Interest  Income 

Profit  and  Loss 

To  close  into  Profit  and 
Loss. 


15 


15 


(c)  After  the  books  are  closed,  this  adjustment  entry 
is  reversed : 


Interest  Income 

Interest  Income 

Accrued 

To    reverse    the    adjust- 
ment entry. 


15 


2  15 


Ledger 

Interest  Income  Accrued 


2.15 


Interest  Income 


2.15 


2.15 
2T5 


Profit  and  Loss 


2.15 


2.15 


On  the  Balance  Sheet,  Interest  Income  Accrued  will  follow  next  after 
Notes  Receivable  of  which  it  is  a  part.     See  p.  179,  and  p.  81. 

Interest  Expense  Accrued 

If  the  interest  is  accrued  on  a  note  we  must  pay,  then  the  accrued 
interest  will  be  Interest  Expense  Accrued,  which  is  a  liability.  John 
Tackaberry  holds  our  note,  on  which  there  is  interest  payable  accrued, 
$3.50. 


Entry: 


(a) 


Interest  Expense 

Interest  Expense 

Accrued 

To  set  up  the  liability. 


(b)  End  of  Period 


Profit  and  Loss 

Interest  Expense 

To  close  into  Profit  and 
Loss. 


50 


50 


50 


50 


(c)  To  prepare  the  books  for  the  next  period's  record: 


Interest  Expense  Accrued 

Interest  Expense 

To  reverse  the  entry. 


50 


50 


Interest  Expense 


3.50 


3.50 


Interest  Expense  Accrued 


3.50 


Profit  and  Loss 


3.50 


3.50 


On  the  Balance  Sheet,  this  Interest  Expense  Accrued  will  follow  next 
after  Notes  Payable,  of  which  it  is  a  part. 
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Make  the  adjusting  entries  for  the  interest  accrued  on  the  following  notes 
as  at  closing  time  and  supply  answers  for  the  indicated  blanks: 


No 

Face  of  Note 

Bills 
Receivable 

Bills 
Payable 

Interest 
Accrued 

Balance  Sheet 
Values 

Profit  & 

A. 

L. 

Loss 

1 

2 
3 
4 
5 

350  — 
500  — 
728.36 
549.72 
1,000  — 

V 

V 
V 

11.15 
8.75 

14.45 
6.40 

30  — 

? 
? 

? 

? 

? 

Depreciation  Expense — A  Bookkeeping  Entry  Only 

An  asset  which  has  a  long  life  gradually  wears  out  and  each  year  the 
value  of  the  asset  decreases.  Take,  for  example:  desks,  tables,  auto- 
mobiles, wagons,  show-cases,  weighing  scales,  shelves,  large  signs,  electric 
light  fixtures,  dishes,  typewriters,  adding  machines  and  many  other 
articles  of  furniture  and  equipment.  These  assets  all  decrease  in  value, 
or  depreciate,  from  year  to  year. 

A  typewriter  which  costs  $125  may  last  ten  years  and,  at  that  time, 
you  may  be  able  to  sell  it  for  $5  scrap  value.     Then, 

For  10  years  the  machine  will  cost  you  $120 
For    1  year    the  machine  will  cost  you    $12 

The  value  of  the  machine  and  the  amount  you  write  off  to  depreciation  at 
the  end  of  each  year  may  be  put  into  a  table,  as: 


DEPRECIATION  TABLE 

Straight  Line  Method 


Book  Values  After  Writing  off  Depreciation  Expense 
Cost  1st  Yr.       2nd       3rd       4th       5th       6th       7th       8th 


9th     10th 


$125.00 


113 


101        89 


77 


65 


53 


41 


29 


17 


The  entry  to  be  made  each  year  would  be 


Depreciation  Expense 

Office  Equipment 

To    write    off    Deprecia- 
tion. 


12 


12 


Office  Equipment 


Jan.  1  125  |  Dec.  31  12 

Depreciation  Expense 


12 


12 


The  Ofhce  Equipment  Account  shows  the  asset  worth  $113. 
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At  the  end  of  the  year,   Depreciation  Expense  Account  is  closed  into 
Profit  and  Loss: 


Profit  and  Loss 

Depreciation 

To  close  into  Profit  and 
Loss. 


12 


12 


Profit  and  Loss 


12 


The  effect  of  these  entries  is  to  adjust  the  value  of  the  asset  from 
$125  to  $113  and  to  decrease  the  profit  by  $12,  or  to  retain  in  the  business 
$12  annually  with  which  to  replace  the  worn-out  asset. 

The  above  method  is  used  in  case  of  small  assets  such  as  those  men- 
tioned above.  A  better  method  would  be  to  set  up  a  Reserve  for  Deprecia- 
tion.    Assume  that  a  building  worth  $50,000  depreciates  3%  per  annum. 


Entry 


Depreciation 

Reserve  for 

Depreciation 

To  record  Depreciation. 


1,500 


1,500 


Depreciation 


1,500- 


1,500- 


BUILDING 


At   the   end  of  the  period  the  following 
entry  would  be  made : 


Profit  and  Loss 

Depreciation 

To  close  Depreciation  to 
Profit  and  Loss. 


1,500 


1,500 


50,000—  I 
Reserve  for  Depreciation 


1,500- 


PrOFIT  AND  Loss 


1,500— 


These  entries  will  be  made  annually  until  the  asset  is  completely  written 
off  or  disposed  of  in  some  other  way.  The  Building  Account  and  the 
Reserve  Account  will  not  be  closed  but  must  be  taken  together  whenever 
the  real  value  of  the  building  is  required.  On  the  Balance  Sheet  the  asset 
will  be  shown  as: 


Assets 
Cash 
Bank 
Accounts  Receivable 

Less  Reserve 
Bills  Receivable 
Goods  on  hand 
Buildings $50,000.00 

Less  Reserve 1,500.00 


$48,500.00 
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In  the  Profit  and  Loss  Statement,  the  depreciation  will  appear  as: 
Operating  Expenses 
Depreciation  on  Buildings 


1,500  00 


Depreciation  rates  allowed  by  the   Income  Tax  Department^  on  new 
equipment  are: 

Frame  Buildings 5%  annually 

Brick  and  Steel,  Stone  Buildings. ...2-23^'^% 

Sprinklers Same  as  building  where  located 

Heating  Systems 5% 

Lighting  Systems 6-10% 

Elevators 73/^-10% 

Auto  Trucks 25%,  15%,  10%,  10%  up  to  80% 

Wagons Same  as  trucks 

Horses 20%  for  four  years  or  up  to  80% 

Office  Desks 10% 

Typewriters 10% 

1  Income  Tax  Department,  February  20,  1937. 


Problem 

Compute  suitable  and  reasonable  amounts  for  the  indicated  blanks  and  give 
supporting  entries: 


' 

Depreciation 

Original 

Profit 

Entry  to 

Entry  to 

No. 

Asset 

Annual 

Balance 

AND 

Record 

Close 

Value 

Year 

Amount 

Sheet 

Loss 

Depreciation 

Depreciation 

a 

1,000 

1 

5% 

? 

? 

b 

2,000 

3 

$150 

? 

? 

c 

3,000 

4 

2H% 

? 

? 

d 

4,000 

1 

? 

3,960 

? 

e 

5,000 

1 

? 

? 

1,000 

Oral  Questions 

1.  Why  are  adjustments  made? 

2.  What  two  factors  cause  fixed  assets  to  decrease  in  value? 

3.  Of  what  use  is  a  reserve  for  depreciation? 

4.  What  does  "reserve"  mean? 

5.  How  may  a  change  in  the  style  of  dresses  cause  a  decrease  in  value  of  a 

cutting  machine  in  a  dress  factory? 

6.  What  is  scrap  value? 

7.  How  is  scrap  value  used  in  working  questions  in  depreciation? 

8.  W^hy  does  an  automobile  one  year  old  sell  for  so  much  less  than  a  new  model? 

9.  Why  is  depreciation  an  operating  expense? 

10.  Would  depreciation  on  delivery  trucks  be  called  selling  expense  or  office 

expense? 

11.  Would  depreciation  on  typewriter  be  office  expense  or  selling  expense? 

12.  Why  have  a  Journal  entry  to  record  depreciation  of  $150  on  a  truck? 

13.  Wliat  journal  entry  will  set  up  a  reserve  of  $200  for  depreciation? 
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Prepaid  Expenses 

Expenses  which  have  been  paid  for,  stationery,  etc.,  but  which  have 
not  been  completely  used  up  during  the  period  and  carried  over  to  the  next 
period  are  called  prepaid  expenses. 

In  adjusting  such  assets  as  coal  for  fuel,  office  supplies,  insurance, 
advertising,  we  endeavour  to  find  the  cost  of  such  items  for  the  year  or  the 
accounting  period.  To  do  this,  an  inventory  of  office  supplies,  insurance 
and  advertising  must  be  taken.  The  calculations  may  then  be  made 
as  follows: 


Item 

Already 
Paid 

Inventory  or 
Unused  Part 

Used  Part  or 

Cost  for  the 

Period 

Balance 

Sheet 

Unused  Part 

Profit 

and  Loss 

Used  Part 

Office  Supplies 

Advertising 

500 
850 
200 
600 
1,200 

30 

150 

3T.@$10    30 

(1/3)          200 

(2/12)        200 

470 
700 
170 
400 
1,000 

30 
150 

30 
200 
200 

470 
700 

Coal 

170 

Insurance 

400 

Rent 

1,000 

Entries 


(a) 
(b) 
(c) 
(d) 


Office  Supplies 

Cash 

To  purchase  the  supplies 

Office  Supplies  Unused... 

Office  Supplies 

To  adjust  Office  Supplies 

Profit  and  Loss 

Office  Supplies 

To  close. 

Office  Supplies 

Office  Supplies 

Unused 

To  reverse  adjustment. 


500 

— 

500 

30 

— 

30 

470 

— 

470 

30 

— 

30 

Office  Supplies 


500— 


500— 


30— 
470— 
500— 


On  hand        30— 

Cash 


I  500— 

Office  Supplies  Unused 


To  adjust      30- 


To  reverse  30 — 


Profit  and  Loss 


Office 

Supplies  470- 


Other  prepaid  expenses  would  be  treated  similarly, 
would  appear  on  the  Balance  Sheet  as : 

BALANCE  SHEET 


Prepaid  Expenses 


Assets 

Prepaid  Expenses 

Office  Supplies $  30.00 

Advertising 150.00 

Coal 30.00 

Insurance 200.00 

Rent 200.00 


$610.00 
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On  the  Profit  and  Loss  Statement,  they  would  appear  as: 


Operating  Expenses 

Office  Supplies 

Advertising 

Coal 

Insurance 

Rent 


470 

00 

700 

00 

170 

00 

400 

00 

1,000 

00 

2,740 

00 


Accrued  Expenses 

Accrued  Expenses  are  those  expenses  which  have  been  incurred  up  to  a 
given  date  but  which  have  not  been  paid  and,  in  some  cases,  are  not  due 
until  some  future  date,  e.g.  interest,  rent,  wages,  taxes.  These  items  are 
liabilities  and  should  be  adjusted  at  the  end  of  the  accounting  period. 
Calculations  may  be  made  as  follows: 


Item 

Already 
Paid 

Accrued 

BUT  NOT 

Paid 

Total 
Expense 

Balance 
Sheet 
Total 

Profit 

AND  Loss 

Total 

Interest 

Rent 

Wages 

Salaries 

Taxes 

Sales  Tax 

30 

1,100 

2,000 

1,650 

170 

3 
100 
400 
150 
135 
1,600 

33 

1,200 

2,400 

1,800 

305 

3 
100 
400 
150 
135 
1,600 

33 

1,200 

2,400 

1,800 

305 

Entries ; 


(a) 


(b) 


(c) 


Interest  Expense 

Interest  Expense 

Accrued 

To  set  up  the  liability. 

Profit  and  Loss 

Interest  Expense 

To  close  Interest  Expense 
Account. 

Interest  Expense  Accrued 

Interest  Expense 

To  reverse  the  adjust- 
ment and  prepare  the 
Interest  Expense  Ac- 
count for  the  following 
period. 


33 


33 


Interest 

Expense 

30— 
3— 

Reversed 

33— 

33— 

33— 

3— 

Interest  Expense  Accrued 


3— 


Profit  and  Loss 


33- 


Adjustments  for  the  other  items  are  made  in  a  similar  way. 
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Assets 


Liabilities 


Current 

Accounts  Payable 

Notes  Payable 

Interest  Accrued  on  Notes  Payable  $       3.00 

Rent  Accrued 100.00 

Wages  Accrued 400.00 

Salaries  Accrued 150.00 

Taxes  Accrued 135.00 

Sales  Tax  Accrued 1,600.00 


On  the  Profit  and  Loss  Statement,  accrued  expenses  would  appear  in  the 
total  for  the  year  as: 


Operating  Expenses 

Interest  Expense 

Rent 

Wages 

Salaries 

Taxes 


The  Sales  Tax  is  collected  for  the  Department  of  National   Revenue 
and  is  not  an  expense  of  the  business. 


33 

00 

1,200 

00 

2,400 

00 

1,800 

00 

305 

00 

Oral  Questions 

1.  What  two  methods  are  there  for  selling  goods? 

2.  What  per  cent,  of  sales  are  made  on  credit? 

3.  What  per  cent,  of  credit  sales  are  probably  never  paid? 

4.  What  is  a  suitable  name  for  accounts  which  cannot  be  collected? 

5.  What  effect  would  a  bad  debt  have  on  the  profit? 

6.  What  is  a  prepaid  expense? 

7.  When  an  account  is  written  off,  is  the  customer  debited  or  credited?     Give  the 

entry. 

8.  What  four  methods  are  used  in  estimating  the  amount  of  probable  bad  debts? 

9.  How  are  all  bad  debt  losses  shown  on  the  books? 

10.  What  is  the  advantage  of  not  putting  the  bad  debts  into  the  General  Expense 

Account? 

11.  What  is  the  entry  for  setting  up  a  reserve  for  bad  debts? 

12.  What  is  an  accrued  expense? 

13.  How  is  the  total  amount  of  bad  debts  to  be  charged  to  Profit  and  Loss  Account 

in  any  one  year  arrived  at? 

14.  How  should  the  consumed  part  of  an  asset  be  treated  in  the  books? 

15.  What  is  the  purpose  of  the  Depreciation  Account? 

16.  Name  two  causes  of  depreciation. 

17.  Why  is  it  that  rates  of  depreciation  on  buildings  of  different  materials  vary? 

18.  Give  the  Journal  entry  for  recording  $50  of  depreciation. 

19.  Does  the  reserve  for  bad  debts  affect  the  account  of  any  one  particular 

customer  ? 
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20.  What  is  the  entry  for  writing  off  a  customer's  account  as  bad? 

21.  How  does  a  prepaid  e.xpense  affect  the  profit?     The  Balance  Sheet? 

22.  How  does  an  accrued  e.xpense  affect  the  profit?     The  Balance  Sheet? 

23.  There  is  no  account  in  the  Ledger  for  postage;  the  stamp  inventory  is  $25. 

Give  the  adjusting  entry. 

24.  What  is  a  reversing  entry?     What  effect  does  it  have? 

25.  What  items  should  be  reversed? 


Problems — General  Review 


1.  Merchandise 


(a) 

(b) 

(c) 

(d) 

(e) 

(f) 

(g) 

Merchandise  Purchases 

4,500 

5,000 

25 

2,000 

5,800 

100 

3,000 

6,000 
100 

1,100 

11,000 

250 

3,000 

10,000 

196 
5,800 

1,729.46 

Purchase  Returns  and 
Allowances 

37.11 

Merchandise  Inventory 

1,000 
3,700 

5,000 
8,000 

8,000 

8,500 

150 

2,000 

2,543.19 

Merchandise  Sales 

7,000 
200 

4,897.18 

Sales  Returns  and  Allowances 

217.84 

Final  Inventory              .    .. 

2,500 

1,800 

1,693.18 

Required:  Adjusting  and  closing  entries  in  Journal  form;  posted  to  the 
necessary  Ledger  accounts. 

2.  Prepaid  Expenses 


Office  Supplies  Cost 

Office  Supplies  Inventory 

Fuel  Cost 

Fuel  Inventory 

Insurance  Cost 

Insurance  Prepaid 

Advertising  Cost 

Advertising  Prepaid 

Rent  Cost 

Rent  Prepaid 


(a) 

(b) 

(c) 

(d) 

(e) 

(f) 

100 
30 

250 
50 

300 
50 

400 
•  100 
1,200 

100 

200 

300 

50 

600 

400 
25 

750 
60 

700 

500 
35 

800 
30 

600 
45 

900 

521.60 

47.16 
795.14 

25.14 
525.60 

55.00 
1,010.10 

10.15 
972.50 

32.40 

500 

70 
400 

60 
600 

50 
600 

50 

500 
40 

300 
40 

800 

800 
30 

745 
34 

637 
84 

(g) 

631.70 

39.90 

816.32 

16.32 

782.19 

72.19 

1,215.60 

14.63 

1,850.75 

35.50 


Required:  Adjusting  and  closing  entries  in  Journal  form,  posted  to  their 
Ledger  accounts. 


3.  Accrued  Items 


(a) 


(b) 


(c) 


(d) 


(e) 


(0 


(g) 


Rent  Cost 

Rent  Unpaid 

Interest  Cost 

Interest  Due  and  Unpaid. 

Interest  Prepaid 

Wages  Cost 

Wages  Unpaid 

Wages  Prepaid 


600 
100 

22 

7 


900 

"32' 


1,200 
200 

42 
5 


1,100 
300 

52 


1,234 
266 


2 
2,345 


3,546 
454 


2 
4,567 


45 


67 


1,500 

400 

62 

8 

3 

3,254 

46 

21 


1,600 

375 

120 

12 

4 

572 

7 

15 


1,700 

250 

132 

7 

4 

939 

30 

40 


Required:  Adjusting  and  closing  entries  in  Journal  form,  posted  to  their 
Ledger  accounts. 
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4.  Fill  in  the  following  blanks: 


No. 

Accounts  to  be 
Adjusted 

Adjustment 

Is  Account 
Over  or  Under 
Stated  Before 

Adjustment 

Give  the 

Adjusting 

Entry 

Show  the 
Entry  in  the 

Accrued 

Prepaid 

B/S 

p.  &L. 

1 

Salaries 

V 

V 
V 

V 
V 
V 

V 

V 
V 
V 
V 
V 
V 
V 

v 

V 

V 

V 
V 
V 
V 
V 
V 
V 
V 
V 

V 
V 
V 

2 

Interest  Expense   

3 

Interest  Income     .  . 

4 

Taxes 

5 

Insurance 

V 

6 

Depreciation 

V 

7 

Bad  Debts 

V 

8 

Salaries 

9 

Interest  Expense 

V 

10 

Taxes 

v 

11 

Bad  Debts  Recovered.. 

V 

Use  the  following  data  for  making  the  necessary  adjusting  and  closing  entries 
in  determining  the  profit  or  loss  in  each  case: 


No. 

Business 

Opening 

Inventory 

Closing 

Inventory 

Purchases 

Returned 
Purchases 

Sales 

Returned 

Sales 

Expenses 

1 

23,500 
1,475 

25.360 
8,976 
8.500 

17,800 
1,169 

11,347 
5,213 
7,700 

30,100 

2,572 
42,987 
12,070 
24,000 

501 
80 

50,100 

4,200 

127,132 

32,500 

32.000 

497 
40 

11.800 

2 

750 

3 

Coffee  and  Tea 

40,126 

4 

150 
2,000 

325 
1,100 

1,625 

5 

6,000 

6.  Taking  the  net  sales  as  a  base  on  which  to  calculate  the  percentage  of  Gross 

Profit  (Margin),  compute  the  percentages  of  (a)  Gross  Profit,  (b)  Ex- 
penses, (c)  Net  Profit,  in  Question  5. 

7.  In  what  business  is  the  best  percentage  made?     What  are  some  of  the 

(a)  pleasant,   (b)  unpleasant  features  of  conducting  such  a  business? 

8.  A  machine  costs  $2,800  and  after  eight  years  of  service  has  a  scrap  value  of 

$400.  On  a  chart  4"  x  4"  and  using  3^"  for  a  year  on  the  horizontal  line 
and  ^"  for  $400  on  the  vertical  line,  show  the  depreciation  line.  What 
would  be  a  suitable  name  for  this  method  of  recording  depreciation? 
What  is  the  annual  rate  of  depreciation  in  this  case? 

9.  A  machine  costs  $9,250;  annual  depreciation  is  to  be  calculated  at  8%  of  the 

decreasing  values. 

(a)  Make  Journal  entries  to  record  the  depreciation  for  each  of  the  first 
five  years. 

(b)  Show  the  asset  in  a  Balance  Sheet  at  the  end  of  the  fifth  year. 

10.  Depreciation — Straight  Line 


Item 

Deprecia- 
tion 
Rate 

Original 

Value 

Annual 
Deprecia- 
tion 

Reserve 

FOR 

Deprecia- 
tion 

Balance 

Sheet 
Value 

Profit 
and  Loss 
State- 
ment 

Probable 
Life  of 
Asset 

2% 

2y2% 

4% 

4% 

5% 

5% 

6% 

25% 

6M% 

16%% 

15,000 

13,000 

20,000 

8,000 

12.000 

35.000 

10.000 

5,000 

2,000 

1,500 

V 
V 
V 
V 
V 
V 
V 
V 
V 
V 

1st  Yr. 
2nd  Yr. 
3rd  Yr. 
4th  Yr. 
5th  Yr. 
2nd  Yr. 
3rd  Yr. 
2nd  Yr. 
2nd  Yr. 
3rd  Yr. 

V 
V 
V 
V 
V 
V 
V 
V 
V 
V 

V 
V 
V 
V 
V 
V 
V 
V 
V 
V 

V 

Brick 

V 

Frame  . 

V 

Elevators 

V 

V 

Planers 

V 

V 

Trucks 

V 

Furniture 

V 

Typewriters 

V 
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Required: 

1 .  Rule  up  a  form  similar  to  the  form  herewith  and  compute  the  amounts  to 
complete  the  table. 

2.  Make  entries  in  Journal  form  to  record  these  adjustments  for  the  year 
last  indicated  and  post  them  into  suitable  Ledger  accounts. 

3.  Show  the  Balance  Sheet  values  in  pro  forma  statements. 

4.  In  case  of  the  typewriters  above,  show  the  Ledger  asset  account  together 
with  the  depreciation  reserve  account  and  the  depreciation  account  for 
the  period  of  six  years. 

11.  The  Trial  Balance  of  the  Brompton  Company  on  July  31st,  before  closing 

the  books,  was  in  part  as  follows:  Accounts  Receivable,  $35,000;  Reserve 
for  Bad  Debts,  S800;  Sales,  850,500;  Returned  Sales  and  Allowances,  $500. 
The  S800  in  the  Bad  Debt  Reserve  is  the  balance  remaining  from  credits 
in  previous  months.  The  Company  provides  for  bad  debt  losses  by 
monthly  charges  of  2%  of  net  sales.  Make  the  July  31st  adjustment  for 
bad  debts. 

What  amount  will  appear  in  the  Profit  and  Loss  Statement  as  the  bad 
debt  expense  for  July?  How  will  the  Accounts  Receivable  be  shown  in  the 
Balance  Sheet  July  31st? 

12.  The  Trial  Balance  of  Ruby  Rapture,  Limited,  on  December  31st,  before 

closing  the  books  for  the  year,  contained  the  following  items  (among 
others):  Accounts  Receivable,  $75,000;  Reserve  for  Bad  Debts  $2,100. 
After  a  careful  study  of  the  open  accounts  was  made,  it  was  estimated  that 
the  total  loss  likely  to  be  incurred  in  collecting  the  accounts  would  not 
exceed  82,750.     Make  the  December  31st  adjustment  for  bad  debts. 

What  amount  will  appear  in  the  Profit  and  Loss  Statement  as  the  bad 
debt  expense  for  the  year?  How  will  the  accounts  receivable  be  shown  in 
the  December  31st  Balance  Sheet? 


CHAPTER  XVII 

CONTROLLING  ACCOUNTS  AND  SUBSIDIARY 

LEDGERS 

Word  Study:  Control,  subsidiary,  accounts  receivable,  accounts  payable, 
personal  accounts,  impersonal  accounts,  general  ledger,  accounts  receivable 
ledger,  accounts  payable  ledger,  bank  ledger  ruling. 


[  1.  Need  for 


2.  Ledger — 3  Ledger  Plan 


3.  Special  Columns  in 


CONTROL    ^ 
ACCOUNTS 


4.  Special  Summaries  in 


5.  Special  Problems 

6.  Setting-up 

7.  Trial  Balance 


a.  Credit  sales— many  customers 

b.  Records  are  valuable  when 

up-to-date 

a.  Customers 

b.  General — Trial  Balance 

c.  Creditors 

a.  General  Journal 

b.  Cash  Journal 

c.  Bills  Receivable  Journal 

d.  Bills  Payable  Journal 

a.  Purchase  Journal 

b.  Sales  Journal 

c.  Bills  Receivable  Journal 

d.  Bills  Payable  Journal 

e.  Purchase  Returns  and 

Allowances 

f.  Sales  Returns  and  Allowances 

a.  Cash  Sales 

b.  Proprietor  taking  goods 

c.  Same  person  a  customer  and  a 

creditor 

d.  Adjustments 


a.  Going  concern- 

b.  New  ledger 


-transfer  entry 


a.  Proving  Controls 

b.  General  Ledger 


In  a  large  business  having  hundreds  or  even  thousands  of  credit 
customers,  there  is  too  much  work  for  one  bookkeeper  to  keep  all  the 
accounts  up-to-date,  so  the  ledger  work  is  distributed  among  two  or  more 
clerks.  A  ledger  may  accommodate  up  to  one  thousand  accounts  and 
the  handling  of  such  a  ledger  is  heavy  work.  Just  think  of  the  size  of  the 
Trial  Balance  when  there  are  fifteen  hundred  accounts! 
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A  simple  method  is  used  to  overcome  these   difficulties, 
works  in  this  way: 

Consider  this  Trial  Balance : 


The  plan 


(8)  Accounts 
Receivable 


Dr. 

1,000 

_ 

2,000 

120 

220 

— 

320 

— 

1,000 

— ■ 

420 

— 

520 

— • 

620 

— - 

720 

— 

1,200 

8,140 

— 

Accounts 


Cash 

Purchases 

H.  A.  Scott  &  Co 

Turcot  &  Co 

Glass  &  Stone 

Black  &  Bissett 

Sales 

P.  Sykes 

V.  Duclos 

T.  Young 

J.  Cormack 

J.  Langley 

R.  Grew 

M.  Palmer 

C.  Croft 

Delivery  Equipment.. 
James  Biggs,  Capital. 


(17  Accounts) 


Cr. 

500 

300 

— 

250 

— 

500 

— 

1,800 

4,790 

8,140 

— 

Accounts 
Payable  (4) 


Recast  the  Trial  Balance,  putting  all  the  Accounts  Receivable  into  one 
group  and  all  the  Accounts  Payable  into  another  group  and  replacing 
each  group  with  a  summary: 

Accounts  Receivable 


Trial  Balance 


Accounts  Payable 


No. 

Accounts 

Debits 

1 
2 
3 
4 
5 

P.  Sykes 

V.  Duclos 

T.  Young 

J.  Cormack 

J.  Langley 

120 
220 
320 
1,000 
420 

6 
7 

R.  Grew 

M.  Palmer 

520     , 
620  / 

8 

C.  Croft 

Accounts  Receivable 

120/ 

3.940 

Accounts 


Cash. 

Purchases 

Accounts  Receivable. 

Sales 

Accounts  Payable 

Truck 

Jas.  Biggs,  Capital  ... 
(7  Accounts) 


Cr. 


1.800 
1,550 


4.790 


8,140         ^^v 


No. 

Accounts 

Credits 

1 
2 
.1 

H.  A.  Scott  &  Co 

Turcot  &  Co 

Glass  &  Stone 

500 
300 
250 

4 

Black  &  Bissett 

Accounts  Payable^_^ 

500 

_ 

*^  1.S50 

By  this  method,  eight  Accounts  Receivable  can  be  accommodated  by  a 
single  line,  likewise  four  Accounts  Payable  by  one  line  in  the  Trial  Balance. 
That  is,  your  Trial  Balance  would  have  seven  accounts  instead  of  seventeen 
accounts  and  so  would  be  much  easier  to  handle.     The  two  new  accounts: 


Accounts  Receivable  Control 


(Asset:  what  people  owe  us) 

Accounts  Payable  Control 


(Payment  of  the  debt:  what  people 
•li^^have  paid  us) 


(Payment  of  the  debt:  what  we  have 
paid  others) 


(Liability:  what  we  owe  others) 


are  summaries  of  all  the  personal  accounts  of  the  debtors  and  creditors  and 
are  called  Control  Accounts.     Three  ledgers  may  now  be  used:  one  for 
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our  customers  (Accounts  Receivable  Ledger),  one  for  our  creditors 
(Accounts  Payable  Ledger),  and  one  for  all  other  accounts  (General 
Ledger). 

Exercises — Recasting  the  Trial  Balance 

Note. — Preserve  the  work  for  each  of  the  exercises  A,  B,  C  and  carry  it  forward 
for  use  in  the  following  exercises  of  this  chapter.     (See  p.  158.) 

Recast  the  following  Trial  Balances  according  to  the  three  ledger  plan,  adding 
the  necessary  accounts  and  showing  the  General  Ledger  in  balance. 

A.  Debits:  csish,  $4,000;  inventory,  $2,000;  purchases,  $3,000;  J.  Pope,  $200; 

B.  Pace,  $300;  D.  Pacella,  $400;  L.  Pacey,  $500;  expenses,  $210. 
Credits '.S3\ts,  $7,000;  bills  payable,  $1,050;  S.  Rayner,  $350;  E.  Reynolds, 
$450;  C.  Rayner,  $550;  capital,  $1,210. 

B.  Debits:  purchases,  $16,200;  cash,  $3,500;  expenses,  $300;  M.  I.  Rea,  $150; 

Chas.  Reid,  $75 ;  Geo.  Read,  $250 ;  W.  E.  Reade,  $100 ;  C.  Reader,  $400 ; 
R.  Reading,  $300;  Geo.  Reaman,  $600;  J.  M.  Ready,  $700;  J.  A.  Real, 
$800;  W.  H.  Reaman,  $900;  Alex.  Reaney,  $1,900;  T.  Rearden,  $550; 
B.  Reasonmay,  $450;  A.  Reeves,  $325;  Wm.  Regan,  $675;  G.  Reilley, 
$274;  King  &  King,  $2,050. 
Credits:  Robt.  H.  Rodney,  Capital,  $8,000;  sales,  $13,700;  Rex  Tailors, 
$5,000;  Koffka  &  Zimmerman,  $1,876;  Crown  Designers,  $1,923. 

C.  Debits:  cash,  $8,600;  J.  Bangs,  $2,865;  P.  Whiteman,  $1,550;  Blake  & 

Blake,  $1,997;  motor  truck,  $2,350;  office  equipment,  $575;  purchases, 
$7,892.24;  expense,  $250;  M.  Shannon,  $208;  C.  Sharpe,  $72.28; 
W.  J.  Shaw,  $123.10. 
Credits:  Barrymore  Furniture,  $2,500;  HoUis  Bartlett,  $1,900;  Bartram 
Paper  Co.,  $1,629.82;  Barwick  Ltd.,  $466;  Bastien  Morley,  $5,986.80; 
W.  B.  Fielding,  capital,  $14,000. 

How  is  the  Purchase  Journal  posted  to  the  Accounts  Payable  Control 
Account? 

Purchase  Journal 


H.  A.  Scott  &  Co 

200— 

Turcot  &  Co 

100— 

Glass  &  Stone 

75— 

Black  &  Bissett 

250— 

Purchases 

Accounts  Payable. 

625— 

625— 

625- 

Accounts  Payab 

(The  accounts  of  all  t 

H.  A.  Scott 

le  Ledger 

hose  we  owe) 

&Co. 

Gen 

(This  ledger  must 
credit  and 

eral  Ledger 

have  a  debit  for  every 
no  creditor  accounts) 

200— 
Turcot  &  Co. 

625— 

100 — 

Purchases 

Glass  &  Stone 

625— 

75— 
Black  &  Bissett 

250— 


B.— 6 
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There  are  two  new  points  here:  (i)  You  have  two  ledgers — one  of 
which  balances  (Drs.  =  Crs.)  and  the  other  does  not  balance;  (ii)  At  the 
end  of  the  Purchase  Journal  there  is  a  new  kind  of  entry  called  a  Summary 
Entry. 

Posting  Purchase  Journal 

Note. — These  exercises  are  parts  of  the  problems  worked  on  page  153. 
Transfer  the  balances  in  the  Trial  Balance  on  page  152  to  the  three  ledgers  for 
each  exercise.  Enter  the  following  data  in  your  Purchase  Journal,  summarize 
and  close  and  post  to  the  General  and  Purchase  Ledgers: 

A.  Nov.  3.  Bought  of  S.  Rayner,  2/10,  n/30,  goods,  $450. 

4.  Received  from  E.  Reynolds,  goods,  $750. 

5.  C.  Rayner  billed  us  for  goods  received,  $890. 

B.  Oct.    6.  Order  No.  623  from  Rex  Tailors  was  received,  $3,500. 

7.  Bought  of  Koffka  &  Zimmerman,  goods,  $2,100. 

8.  Received  from  Crown  Designers,  goods,  $2,600. 

C.  Dec. 10.  Bought  from  Barrymore  Furniture  Co.,  goods,  $3,000. 

11.  Received  from  HoUis  Bartlett,  goods,  $2,800. 

13.  Bartran  Paper  Co.  billed  us  for  $1,972.60. 

14.  Barwick  Ltd.  sent  us  bill  for  $875. 

16.  Bastien  Morley  billed  us  for  their  shipment,  $1,160. 

How  is  the  Sales  Journal  posted  to  the  Accounts  Receivable  Control 
Account? 

Sales  Journal 


P.  Sykes 

V.  Duclos 

T.  Young 

J.  Cormack 

Accounts  Receivable 325 — 

Sales 325 


60— 

90— 

100— 

75— 


325— 


Accounts  Receivable  Ledger 

(The  accounts  of  all  those  who  owe  us) 

P.  Sykes 


General  Ledger 

(This   ledger   must   have   a   debit   for   every 
credit  and  no  customer  accounts) 

Accounts  Receivable  Control 


60—  I 

V.  Duclos 


325- 


Sales 


90—  I 
T,  Young 


325- 


100—  I 
J.  Cormack 


75- 
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There  is  one  new  ledger  here — Accounts  Receivable  Ledger,  which 
does  not  balance.  The  General  Ledger  now  has  four  accounts:  Accounts 
Payable  Control,  Purchases,  Accounts  Receivable  Control,  Sales.  The 
General  Ledger  must  balance. 


Posting  the  Sales  Journal 

Note. — These  exercises  are  parts  of  the  problem  worked  on  page  153.  Enter 
the  following  data  in  your  Sales  Journal,  summarize  and  close  and  post  to  the 
General  and  Sales  Ledgers: 

A.  Nov.  1.  Sold  J.  Pope,  goods,  3/10,  n/30,  $127.37. 

3.  Sold  B.  Pace,  goods,  3/10,  n/30,  $931.21. 

5.  Shipped  D.  Pacella,  goods  invoiced  at  $187.35. 
7.  L.  Pacey  bought  goods,  3/10,  n/30,  $863.59. 

9.  J.  Pope  bought  goods,  3/10,  n/30,  $246.19. 

B.  Made  the  following  sales: 

Oct.    2.  M.  I.  Rea,  $469;  Chas.  Reid,  $125;  Geo.  Read,  $400. 

3.  W.  E.  Reade,  $250;  C.  Reader,  $300. 

4.  R.  Reading,  $375;  Geo.  Reaman,  $525. 

6.  J.  M.  Ready,  $525;  J.  A.  Real,  $600. 

7.  W.  H.  Reaman,  $900;  Alex.  Reaney,  $700. 

9.  T.   Reardon,   $316;   B.   Reasonmay,   $400;  A.   Reaves,   $460;  Wm. 
Regan,  $330;  G.  Reilley,  $236;  King  &  King,  $1,100. 

C.  Made  the  following  sales: 

Dec.  4.  J.    Bangs,   $315;   P.   Whiteman,   $450;   Blake  «&   Blake,   $365;   M. 
Shannon,  $492. 
7.  G.  Sharpe,  $127.72;  W.  J.  Shaw,  $915. 

How  is  the  Cash  Receipts  Journal  posted  to  the  Accounts  Receivable 
Control  Account? 

Cash  Receipts 


P.  Sykes.. 
V.  Duclos 
T.  Young. 


Accounts  Receivable  Control. 


Cash 


30 

50 

100 


180 


Accounts 
Receivable 


30 

50 

100 


180 


General 


180 


Accounts  Receivable  Ledger 

P.  Svkes 


General  Ledger 

Accounts  Receivable  Control 


V.  Duclos 


30— 


180— 


Cash 


T.  Young 


50- 


180- 


100— 
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As  shown  in  Chapter  XII,  page  91,  there  is  a  special  column  for 
data  affecting  the  Accounts  Receivable.  You  should  note  carefully  that 
whenever  an  entry  is  made  in  the  Accounts  Receivable  Ledger,  there  is  a 
corresponding  entry  made  on  the  same  side  of  the  Control  Account  in  the 
General  Ledger.  Sometimes  the  Cash  Account  is  omitted  from  the 
General  Ledger.  The  credit  to  Accounts  Receivable  Control  is  the  total 
of  the  Accounts  Receivable  column.  Personal  Accounts  should  be  posted 
daily. 

Posting  the  Cash  Receipts 

Note. — These  exercises  are  parts  of  the  problems  worked  on  page  153.  Enter 
the  following  data  in  your  Cash  Receipts  Journal,  enter  pin  heads  and  post  to 
the  Accounts  Receivable  Ledger  and  the  General  Ledger: 

A.  The  following  remittances  have  been  received: 

Nov.  1.  J.  Pope,  $200;  B.  Pace,  $150. 
3.  D.  Pacella,  S400. 

5.  L.  Pacey,  $250. 

7.  Cash  Sales,  $1,200. 

B.  The  following  remittances  have  been  received: 

Oct.    2.  M.  I.  Rea,  $150;  Chas.  Reid,  $75;  Geo.  Read,  $600. 

3.  W.  E.  Reade,  $100;  C.  Reader,  $500;  R.  Reading,  $500. 

4.  Geo.  Reaman,  $600;  J.  M.  Ready,  $625;  J.  A.  Real,  $700. 

6.  W.  H.  Reaman,  $800;  Alex.  Reaney,  $1,500;  T.  Rearden,  $500. 

8.  B.  Reasonmay,  $125;  Wm.  Regan,  $75. 

9.  King  &  King,  $2,000. 
Cash  Sales,  $4,050. 

C.  The  following  remittances  have  been  received: 

Dec.  3.  J.  Bangs,  $2,500;  P.  Whiteman,  $550. 

6.  Blake  &  Blake,  $997;  M.  Shannon,  $250. 
9.  W.  J.  Shaw,  $123.10. 
Cash  Sales,  $897. 


How  is  the  Cash  Payments  Journal  posted  to  the  Accounts  Payable 
Control  Account? 

Cash  Payments 


H.  A.  Scott  &  Co 

Turcot  &  Co 

Expense 

Black  &  Bissett 

Accounts  Payable  Control 


Cash 


150 
100 

25 
150 


425 


Accounts 
Payable 


150 
100 

150 


400 


General 


25 


25 
400 
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Accounts  Payable  Ledger 

General  Ledger 

H,  A.  Scott  &  Co. 

Accounts  Payable  Control 

150— 

400— 

Turcot  &  Co. 

Cash 

100— 

425— 

Black  &  Bissett 

Expense 

150—  I  25—  I 

You  post  the  Cash  Payments  Journal  to  two  separate  ledgers.  All 
Personal  Accounts  Payable  are  entered  in  the  Accounts  Payable  Ledger; 
all  Impersonal  Accounts  are  entered  in  the  General  Ledger.  The  debit 
entry  to  the  Accounts  Payable  Control  is  the  total  of  the  Accounts  Payable 
special  Cash  column.     Personal  Accounts  should  be  posted  daily. 

Posting  the  Cash  Payments 

Note. — These  exercises  are  parts  of  the  problems  worked  on  page  153. 

Enter  the  following  data  in  your  Cash  Payments  Journal,  enter  pin  heads  and 
post  to  the  Accounts  Payable  Ledger  and  the  General  Ledger: 

A.  The  following  payments  have  been  made: 


Nov.  2.  S.  Rayner, 

5.  Bills  Payable,  $1,050. 

7.  E.  Reynolds,  $400;  C.  Rayner,  $500. 

9.  Expenses,  $120. 

Close  the  Cash  Book,  bring  down  the  balance  and  post. 


B.  The  following  payments  have  been  made: 

Oct.    3.  Rex  Tailors,  $2,500. 

5.  Koffka  &  Zimmerman,  $1,867. 
9.  Crown  Designers,  $1,900. 
9.  Expenses,  $140. 
9.  Mr.  Rodney  withdrew,  $125. 

Close  the  Cash  Book,  bring  down  the  balance  and  post. 


C.  The  following  payments  have  been  made: 

Dec.  4.  Barrymore  Furniture  Co.,  $5,000. 

6.  Hollis  Bardett,  $1,500;  Barwick  Ltd.,  $450. 

9.  Bastien  Morley,  $6,000. 

9.  Expenses,  $250. 

Close  the  Cash  Book,  bring  down  the  balance  and  post. 
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Collecting  the  various  parts  of  this  explanation  at  one  place  will  show 
the  complete  Ledgers  for  the  examples: 


Acc( 

)unt8  Receivable  Ledger 

P.  Sykes 

S 

120— 
60— 

C 

SO- 

V.  DUCLOS 

S 

220— 
90— 

C 

SO— 

T.  Young 

s 

320— 
100— 

C 

100— 

J.  Coi 

?MACK 

1,000— 
S  75— 


J,  Langley 


420— 
R.  Grew 


520—  I 
M.  Palmer 


620—  I 
C.  Croft 


720— 


General  Ledger 

Cash 


1,000— 
C        180— 


C  425- 

PURCHASES 


2,000- 

P        625- 


Sales 


1,800- 

325- 


AccouNTs  Receivable 


3,940— 
S         325— 


C  180— 

Accounts  Payable 


400— 


1,550— 
625— 


Delivery  Equipment 

1,200—  I 
Expense 

25—  I 
James  Biggs,  Capital 

I  4,790— 


Accounts  Payable  Ledger 

H.  A.  Scott  &  Co. 


150— 


Turcot  &  Co. 


500— 
200— 


100— 


300— 
1  go- 


Glass  &  Stone 


250— 

75— 


Black  &  Bissett 


150— 


500— 
250— 


Summary 


p.  Sykes 

V.  Duclos 

T.  Young 

J.  Cormack 

J.  Langley 

R.  Grew 

M.  Palmer 

C.  Croft 

Accounts  Receivable 


ISO 
260 
320 
1,075 
420 
520 
620 
720 


4.085 


Trial  Balance 


Cash 

Purchases 

Sales 

A/cs.  Rec. 
A/cs.  Pay. 

Truck 

Expense... 
Capital 


Dr. 


755 
2,625 


1,200 
25 


Cr. 


2,125 
1,775 

4,790 


8.690 


Summary 


H.  A.  Scott  &  Co.. 

Turcot  &  Co 

Glass  &  Stone 

Black  &  Bissett 

Accounts  Payable 


550 
300 
325 
600 


Problems 

A,  B,  C.  The  three  exercises  are  concluded  here.  Summarize  the  Accounts 
Payable  Ledger  and  check  the  summary  against  the  Control  Account.  Sum- 
marize the  Accounts  Receivable  Ledger  and  check  the  summary  against  the 
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Control  Account.     When  the  controls  are  in  agreement,  take  off  a  Trial  Balance 
from  the  General  Ledger. 

Special  Cases 

1.  Cash  Sales — At  this  stage  of  bookkeeping,  it  will  be  best  to  enter  all 
sales  for  cash  in  the  Cash  Journal.  Where  a  sale  is  partly  paid  for  at  the 
time  of  the  sale,  enter  the  whole  amount  in  the  Sales  Journal  and  the  cash 
received  in  the  Cash  Journal  as: 

Sold  to  Joe  Hodgson,  a  bill  of  goods,  $250,  on  which  he  paid  $50. 


Sales  Journal 

Cash  Receipts 

Joe  Hodgson 

250 

— 

Accounts 
Receivable 

Cash 

Joe  Hodgson 

50 

— 

50 

— 

Accounts  Receivable  Ledger 

General  Ledger 

Joe  Hodgson 

Accounts  Receivable  Control 

250—                                 50— 

250—                                 50— 

Cash 

50— 

Sales 

250- 


2.  Occasions  may  arise  where  entries  must  be  made  in  the  General 
Journal.  To  accommodate  these  entries,  the  General  Journal  may  be 
modified  very  easily  to  collect  all  information  necessary  for  the  Control 
Accounts.     Such  entries  may  be : 

(a)  Return  of  goods  sold — Mr.  McBrien  returned  to  us  $10  of  goods 
which  were  damaged.     We  issued  a  credit  note. 

(b)  Return  of  goods  bought — -We  received  a  credit  note  from  H.  A. 
Scott  &  Co.  for  $21  for  goods  returned  to  them.  Invoice  No.  123. 

(c)  Receipt  of  a  note  on  account — here  Bill  Book  is  not  used — We 
received  a  30-day  note,  $40,  from  V.  Duclos,  on  account. 

(d)  A  Notes  Receivable  dishonoured  when  due  and  so  charged  back — 
The  $100  note  received  from  W.  J.  Young  has  been  dishonoured. 

(e)  A  correction  of  an  undercharge — Glass  &  Stone  bill  us  for  $10  error 
in  Invoice  No.  237. 
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The  General  Journal  when  ruled  to  accommodate  the  "above  entries 
may  appear  as: 


General  Journal 


Accounts 

Payable 

Control  Dr 


accoists 
Receivable 
Control  Dr 


General 

LtDCER 

Dr. 


Posting 

Accounts  Receivable 
Ledger 

A.  B.  McBrien 


10— 


V.  DUCLOS 


40- 


W.  J.  Young 


100— 


19  - 
Dec 


Sales 


W.J 


Pu 
Error 


Returns  and  Alices. 

B.  McBrien 
ged  goods 

Scott  &  Co. 

urchase  Retns.  and  .MIccs 
note  for  Returns 

Receivable 

Duclos 
'  note,  on  a/c. 

Young 

ills  Receivable 

nourtd  note 


Cla 


ss  &  Stone 
n  billing 


Accoi  n 
.Accoi 

/ 


Summary 
ts  Pa\able 
nts  Receivable 
ccounts  Receivable 
ccounts  Payable 


General  Ledger 

Sales  Returns  and 
Allowances 


10—  I 
2      Purchase  Returns 
AND  Allowances 


21— 


Bills  Receivable 

40—  I  100- 

Purchases 


General 

Ledger 

Cr. 


-Accoi  NTS 

RtCElVABLE 

Control  Cr 


.Accounts 

Payable 

Control  Cr. 


Accounts  Payable  Ledger 

H.  A.  Scott  &  Co. 

21—  I 
Glass  &  Stone 

10— 


Summary 

A.  B.  McBrien Cr. 

10 

V.  Duclos Cr. 

40 

— 

W.  J.  Young Dr. 

100 

— 

Accounts 

— 

Receivable Dr. 

50 

zz 

Must  agree  with  its  control) 


10—  I 

5  Accounts  Receivable 

Control 

100—  I  50- 

6  Accounts  Payable 

Control 


21- 


10— 


Summary 


H.  A.  Scott  &  Co.. ..Dr. 
Glass  &  Stone Cr. 


.Accounts  Payable. .Dr. 


(Must  agree  with  its  control) 
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Dr. 

Cr. 

1 

Sales  Returns  and  Allowances 

10 

10 
50 

11 

— 

21 
60 

2 

Purchase  Returns  and  Allowances 

Bills  Receivable 

— 

4 

Purchases 

S 

Accounts  Receivable  Control 

6 

Accounts  Payable  Control 

81 

81 

This  example  shows  only  those  accounts  which  have  been  adjusted 
through  the  General  Journal. 

3.  Bad  Debts — Where  an  account  is  written  off  as  bad,  the  General 
Journal  entry  would  be : 

Transaction — You  are  instructed  to  write  off  W,  J.  Young's  account, 
$100,  as  worthless. 


A/cs. 
Pay. 
Dr. 


A/cs. 
Rec. 
Dr. 

Gen- 
eral 
Dr. 

100— 

Entries 


Bad  Debts 

W.  J.  Young 

Written  off  as  bad. 


Gen- 
eral 
Cr. 


A/cs. 
Rec. 
Cr. 


100— 


A/cs. 
Pay. 
Cr. 


The  credit  to  Accounts  Receivable  Control  Account  would  be  posted  when 
the  General  Journal  is  summarized  and  posted. 

4.  Purchase  and  Sales  Returns  and  Allowances — Where  these  entries 
are  few,  they  may  be  put  into  the  General  Journal.     Where  they  are 
numerous,  a  separate  Purchase  Returns  and  Allowances  Journal  and  also 
a  separate  Sales  Returns  and  Allowances  Journal  may  be  used. 
Purchase  Returns  and  Allowances  Journal 


Date 


Accounts  Dr. 


F.  Dove... 
H.  House. 


Accounts  Payable  Dr 50 — 

Purchase  Returns  and  Allowances  Cr 50 — 


Fo. 


Amount 


50 


Sales  Returns  and  Allowances  Journal 

Date 

Accounts  Cr. 

Fo. 

Amount 

3 

H.  Rogers 

15 
12 

5 

C.  McCatty 



Sales  Returns  and  Allowances  Dr 27 — 

Accounts  Receivable  Cr 27 — 

6 

27 

— ■ 

The  General  Ledger  summaries  in  these  Special  Journals  are  the  opposite 
of  the  summaries  in  the  regular  Purchase  and  Sales  Journals. 
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5.  Where  purchases  and  sales  are  made  from  and  to  the  same  party, 
it  is  best  to  operate  an  account  in  the  Purchase  Ledger  and  another  account 
in  the  Sales  Ledger. 

Problems 

1.  Enter  the  following  returns  and  allowances  in  Special  Journals.     Summarize 

the  books  and  post  to  "T"  Account  Ledgers,  (a)  Returned  50  sacks  of 
flour  to  Brown  Milling  Co.  and  received  their  credit  note,  S90.  (b)  Kelly 
&  Co.  sent  a  credit  note  for  their  error  in  invoicing,  SI  10.10.  (c)  N.  Mills 
returned  S12  worth  of  goods  as  damaged.  We  allowed  him  credit,  (d)  Sent 
a  credit  note  to  J.  Knell  for  overcharge  of  S7.50  on  his  last  invoice,  (e) 
Goods  billed  to  us  by  Billings  &  Co.  were  too  high  in  quality.  We  arranged 
to  switch  the  shipment  for  lower  priced  goods.  They  sent  us  a  credit  note 
for  the  difference  in  billing,  S37.50.  (f)  Containers  were  returned  to 
Goodge  &  Slater  who  allowed  us  $45.  These  had  been  charged  to  us  at  S45 
on  a  previous  invoice. 

2.  Enter  the  following  representative  entries  in  a  six-column  General  Journal: 

(a)  Received  from  J.  Beel,  his  note  on  account,  face  S150.  (b)  Sent  King& 
Co.  a  credit  note  for  goods  returned,  $25.  (c)  Received  an  acceptance 
from  Murphy  &  Pierce  on  account,  $125.  (d)  Wrote  off  as  bad  J.  Snell's 
account,  S12.  (e)  The  proprietor  invests  an  additional  85,000  in  the  nature 
of  a  building  for  storage,  (f )  Received  a  credit  note,  S70,  from  Cleaver  & 
Palmer  for  shortage  in  their  invoice,  (g)  Our  sales  invoice  to  J.  M.  Young 
was  in  error,  $10.  We  issued  a  credit  note  to  him  to  adjust,  (h)  Bought  a 
truck,  $1,200,  from  Parkhill  Motor  Sales  Co.  We  are  to  pay  $600  in  10 
days  and  the  balance  in  30  days.     Post  and  take  a  Trial  Balance. 

3.  William  Rush  requests  you  to  change  his  one-ledger  system  to  a  three-ledger 

system.     His  Accounts  Receivable  and  Accounts  Payable  are: 

Accounts  Receivable  Accounts  Payable 

N.  Basher $150  Kelly  &  Co $200 

M.  Beil 75  Knight  &  Day 300 

O.Sheldon 85  Watters  &  Lake 400 

P.  Phillips 90 

Make  a  suitable  Journal  entry. 

4.  Rule  a  General  Journal  as  on  page  160  and,  after  entering  the  following 

adjustments,  summarize  and  post  to  the  three  Ledgers: 

A.  Nov.  2.  J.  Pope  returned  goods,  S27.     We  issued  a  credit  note. 

5.  D.  Pacella  returned  goods,  $87.35.     We  issued  a  credit  note. 

7.  Received  from  C.  Ravner  a  credit  note  for  goods  we  returned, 

$90. 
9.  E.  Reynolds  sent  us  a  debit  slip  for  $50,  an  error  in  billing. 

B.  Oct.    3.  I.  M.  Rea  returned  goods,  $19.     We  issued  a  credit  note. 

8.  J.  M.  Ready  returned  goods,  $25.     We  issued  a  credit  note. 

9.  Received   from    Rex  Tailors   credit  note   for   $125   for  goods 

returned. 
9.  Koffka  &  Zimmerman  sent  us  a  debit  note  for  SlOO  undercharge. 
9.  Bought  an  office  safe,  S650,  from  Office  Co.,  60-days  net. 

C.  Dec.  5.  J.  Bangs  returned  goods,  $15.     We  issued  a  credit  note. 

8.  W.  J.  Shaw  returned  goods,  SI  15.     We  issued  a  credit  note. 

9.  Received  from  Hillis  Bartlett,  credit  note  for  $125  for  goods 

returned. 
9.  We  sent  M.  Shannon  debit  note,  $8,  for  undercharge  in  billing. 
9.  Bought  Office  Equipment,  $800,  from  Steele  &  Co.,  60  days  net. 
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Instructions: 

A.  Check  the  Accounts  Receivable  Control  Account  against  the  summary 
from  the  Accounts  Receivable  Ledger. 

Check  the  Accounts  Payable  Control  Account  against  the  summary 
from  the  Accounts  Payable  Ledger. 

When  these  accounts  agree  with  the  respective  summaries,  take  off 
a  Trial  Balance  from  your  General  Ledger. 
The  same  instructions  as  in  A  above. 
The  same  instructions  as  in  A  above. 


B. 
C. 


How  are  the  Bills  Journals  operated  with  Control  Accounts? 

Bills  Receivable  Journal 


Accounts  Cr. 

w 

Face 

Disc. 

OFF 

Sales 

A/cs. 
Rec. 

A.  Block 

(Using  bookkeep-       /              1 

194 

— 

6 

— 

200 

— 

B,  Fine 

ing  data  only)           /               \ 

98 

— 

2 

— 

100 

— 

G.  Brown 

\       1 

78 

— 

78 

— 

370 

— 

8 

— 

378 

— 

Bills  Receivable  I 

)r.                              370—^^     \^ 

Disc,  off  Sales  Dr 

8—        N     ] 

Accounts  R 

;ceivable  Cr.                          378 — •      ) 

Accounts  Receivi 

able  Ledger                           ' 

General  Ledger 

A.  Block 

Bills  Receivable 

200— 

370— 

B.  Fine 

Discount  off  Sales 

100— 

8— 

G.  Brown                                                Accounts  Receivable  Control 

78- 


378- 


The  Control  Account  checks  against  the  Accounts  Receivable  Ledger 
and  the  General  Ledger  balances. 

Bills  Payable  Journal 


Accounts  Dr. 


Kay  &  Co. 
Foster  &  Son 
King  &  King 


Accounts  Payablt  Dr 


Bills  Payab 


Disc,  off  Pu".  Cr. 


(Using  bookkeep- 
ing data  only) 


eCr. 


Disc. 

OFF 

Pur. 


21 


A/cs. 
Pay. 


400 
300 
150 


850 
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Accounts  Payable  Ledger 

Kay  &  Co. 


400—  I 
Foster  &  Son 


300—  I 
King  &  King 


General  Ledger 

Accounts  Payable  Control 

850—  I 
Discount  off  Purchases 

Bills  Payable 


150— 


21— 


829- 


The  Control  Account  checks  against  the  Accounts  Payable  Ledger  and  the 
General  Ledger  is  in  balance. 

Problems 

1.  Received  the  following  acceptances  from:  E.  Covin  for  invoice,  S350  less  2%. 

S.  Sanderson  for  invoice,  $400  less  3%.     K.  Allan  for  his  account,  S219. 
Enter  in  a  Special  Column  Bills  Receivable  Journal  ruled  as  in  the  example, 
page  126.     Summarize  and  post  to  two  Ledgers  and  show  that  your  work 
checks. 

2.  Accepted  the  following  drafts  drawn  by:  King  &  Kay  for  their  invoice,  $850 

less  2%.     Roland  &  Co.  for  their  invoice,  $700  less  2%.     Hardy  &  Greene 
for  their  invoice,  $450  less  2%.     Dack  &  Co.  for  their  account,  $119. 

Enter  in  a  Special  Bills  Payable  Journal  ruled  as  in  the  example,  page  127. 
Summarize  and  post  to  two  Ledgers  and  show  that  your  work  checks. 

Changing  from  a  One-Ledger  Plan  to  a  Three-Ledger  Plan 

Where  a  change  is  made  from  a  one-ledger  to  a  three-ledger  plan,  a 
General  Journal  entry  would  be  made  to  set  up  the  Control  Accounts  and 
to  transfer  the  Personal  Accounts  to  the  Sales  Ledger  and  to  the  Purchase 
Ledger.     The  General  Journal  entry  may  be: 


Accounts  Receivable  Control 1,275 

Sundry  Accounts  Receivable 1,275 

George  Hanson 75 — 

Elmore  Harris 125 — 

Allan  Steadman 200— 

&c 

1,275— 
To  set  up  the  Control  Account  and  to 
transfer  the  above  accounts  to  the  Sales 
Ledger. 

Sundry  Accounts  Payable 1,137 

Accounts  Payable  Control 1,137 

Bongard  &  Co 250— 

Thompson  &  Son 350 — 

&c 

1,137— 
To  set  up  the  Control  Account  and  to 
transfer  the  above  Personal  Accounts  to 
the  Purchase  Ledger. 


If  a  special  columnar  General  Journal  were  to  be  used,  this  entry  would, 
of  course,  be  made  therein.     (The  old  books  are  to  be  used). 
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Ledger  Ruling  for  Personal  Accounts 

A  Ledger  ruling  which  will  aid  in  showing  the  balance  of  the  personal 
account  after  each  posting  has  been  devised  and  appears  as : 


/ 


Dal-e 

Remarks 

Fo. 

Dr. 

Cr. 

t. 

Balance 

/^ 

'^ 

fe^-*C'CTC2-<?'Z--tL-ii--' 

>- 

J  X 

'7 

jO>u 

J^ 

^7 

r 

V/O     ^/JO 

^ 

/  o 

/f 

— 

Jh, 

S/ 

n 

/o 

fe-ct-^C-^C' 

-^ 

^ 

J-o 

— 

^ 

/ 

V 

/J. 

V/O      ^^ 

^ 

// 

/-^ 

so 

/}^. 

yj 

^7 

y-j- 

-^ 
^ 

a 

/J 

f^,7 

J±^. 

// 

6J 

^r 

^j 

67 

/r 

/^ 

/  f 

so 

so 

JIO 

V/^  ^/jo 

^ 

/■¥ 

J  <p  o 

— 

/U. 

^  //so 

if 

T^«z^/4^  r-.^:-^^^  J'6'J 

tT 

f 

J  CO 

— 

/^^. 

//so 

Exercises 

1.  Rule  a  Ledger  Sheet  as  on  this  page  and  enter  the  following: 

Feb.  5.  Thomas   Braddock's  debit  balance,   $18.60;   bought  goods,    2/10, 
n/30,  $22. 

6.  Received  cash  on  account,  $25. 

7.  Returned  a  pair  of  shoes,  $6.50. 

8.  Bought  goods,  n/30,  $15. 

9.  Received  cash  to  balance  account. 


Show  the  following  data  properly  entered  in  a  Bank  Ledger  Ruled  Account, 
Edmond  Grace  (Deposit  Account): 

July  4.  Balance  credited,  $275.25. 

5.  Boots,  $7.25;  wool,  $2.75;  groceries,  $1.39;  meat,  $2.89. 

8.  Interest  on  the  Deposit  Account  credited,  $6.87. 

10.  Deposited,  $25. 

11.  Watch,  $18;  boiler,  $1.75;  picture,  $3.25;  butter,  72c. 
23.  Returned  the  picture  and  received  credit  for  it. 

27.  Dress,  $9.75. 

Write  up  the  Personal  Accounts  in  exercise  5  on  page  170. 
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Business  Transactions 


Journalizing 


Purchase 
Journal 


Bills 
Payable 
Journal 


Cash 

Journal 


General 
Journal 


Bills 

Receivable 

Journal 


Sales 
Journal 


Purchase 

J 

o 

General  Ledger 

J^ 

Sales 

Ledger 

7 

H 

a 

< 

1 

O 
J 

< 

K 

Ledger 

' 

/ 

< 

» 

\ 

r 

Summary 

Trial 

Summary 

1 

Balance 

..      .       ..1 

* 

* 

■ 

■ 

f 

' 

Balance  Sheet 

Trading 

Profit  and  Loss 

A  =  L+C 

S-C.S.«G.T.P. 

G.T.P.-Exp,  =  N.P. 

SUMMARY 

To  keep  records  for  the  large  number  of  people  who  now  buy  on  credit  or 
instalment  requires  very  large  ledgers  unless  the  ledger  is  divided  into  two  or  more 
parts,  and,  since  the  personal  accounts  are  the  most  active  groups  of  accounts,  the 
ledger  is  often  divided  into  three :  (a)  One  part  for  those  persons  who  owe  our  firm, 
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Accounts  Receivable  Ledger;  (b)  One  part  for  those  persons  owed  by  our  firm, 
Accounts  Payable  Ledger;  (c)  One  part  for  all  the  other  accounts,  General  Ledger. 

To  make  the  General  Ledger  balance  after  removmg  all  the  personal  accounts, 
an  Accounts  Receivable  Control  Account  is  substituted  for  all  the  customers' 
accoimts  and  an  Accounts  Payable  Control  Account  is  substituted  for  all  the 
creditors'  accounts. 

To  provide  means  of  collecting  information  for  these  control  accounts,  special 
summaries  and  special  columns  are  used. 

The  control  system  enables  the  accounting  department  to  prepare  statements 
earlier,  to  divide  the  labour  and  to  check  the  work  of  all  the  bookkeepers. 


Oral  Questions 

1.  Why  is  a  control  account  used? 

2.  What  is  a  control  account? 

3.  How  many  have  you  used? 

4.  What  does  the  Sales  Ledger  Control  represent  on  the  debit  side?     On  the 

credit  side? 

5.  What  does  the  Purchase  Ledger  Control  represent  on  the  credit  side?     On 

the  debit  side? 

6.  Suggest  three  advantages  of  control  accounts. 

7.  Where  controls  are  used,  what  kind  of  accounts  are  in  the  Sales  Ledger? 

Purchase  Ledger?     General  Ledger? 

8.  There  is  one  personal  account  in  the  General  Ledger  of  a  single  owner,  what 

is  it? 

9.  Against  what  should  you  check  the  summary  of  the  Accounts  Receivable 

Ledger  to  prove  that  Ledger? 

10.  Against  what  should  you  check  the  summary  of  the  Accounts  Payable  Ledger 

to  prove  that  Ledger? 

11.  From  which  Ledger  do  you  take  a  Trial  Balance? 

12.  Why  is  there  no  Trial   Balance  of  the  Accounts  Receivable  or  Accounts 

Payable  Ledgers? 

13.  What  special  columns  are  used  in  the  Cash  Journal  and  the  General  Journal 

when  control  accounts  are  in  use? 

14.  Why  are  the  special  columns  referred  to  in  Question  13  used? 

15.  What  summary  is  used  when  closing  the  Sales  Journal? 

16.  What  summary  is  used  when  closing  the  Purchase  Journal? 

17.  What  summary  is  used  when  closing  the  General  Journal? 

18.  Describe  the  posting  of  the  Sales  Journal. 

19.  Describe  the  posting  of  the  Purchase  Journal. 

20.  Describe  the  posting  of  the  General  Journal. 

21.  Describe  the  posting  of  the  Cash  Receipts  Journal. 

22.  Describe  the  posting  of  the  Cash  Payments  Journal. 

23.  Where  are  adjustments  entered? 

24.  What  is  the  relation  between  the  General  Ledger  and  the  Sales  Ledger? 

25.  What  is  the  relation  between  the  General  Ledger  and  the  Purchase  Ledger? 

26.  Why  are  the  Sales  and  Purchase  Ledgers  called  subsidiary? 

27.  Why  is  the  Trial  Balance  shortened  by  using  Control  Accounts? 

28.  What  is  meant  by  the  Bank  Ledger  ruling  for  Personal  Accounts? 

29.  What  are  the  advantages  of  the  Bank  Ledger  ruling? 

30.  What  is  a  Loose  Leaf  Ledger? 

31.  What  are  the  advantages  of  the  Loose  Leaf  Ledger? 
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33. 
34. 
35. 
36. 

37. 

38. 


32.  Would  vou  recommend  the  Bank  Ledger  ruling  for  the  General   Ledger? 

Why? 
Describe  how  you  make  entries  in  the  Bank  Ledger  ruling  accounts. 
To  what  Ledger  are  all  summaries  posted?     Why? 
Make  a  good  rule  for  checking  your  postings  to  a  subsidiary  Ledger. 
How  would  a  debit  balance  be  shown   in  the  Accounts  Payable  Ledger 

Summary  ? 
How  would  a  credit  balance  be  shown  in  the  Accounts  Receivable  Ledger 

Summary  ? 
There  are  three  ledger  clerks.     The  head  bookkeeper  has  charge  of  the 

General  Ledger.     What  advantage  has  the  head  bookkeeper  in  obtaining, 

independently  of  his  assistant,   the  total  of  the  amounts  owed  by  the 

customers? 

39.  What  transaction  gives  rise  to  a  credit  to  a  customer's  account? 

40.  To  close  an  account  which  has  a  credit  balance  of  $150  your  firm  sends  out 

a  cheque  for  $250.  Who  would  probably  be  the  first  to  discover  the  error 
and  what  effect  would  this  error  have  on  the  Control  Account?  How  would 
you  correct  the  error?     Give  your  entries  in  the  Journals  and  the  postings. 

What  are  some  of  the  disadvantages  of  the  Control  Accounts? 

How  does  the  introduction  of  Control  Accounts  affect:  (i)  taking  of  a  Trial 
Balance;  (ii)  division  of  labour;  (iii)  accuracy;  (iv)  preparation  of 
statements? 

Brock  &  Simons  conduct  a  wholesale  dry-goods  business.  They  have  1,400 
retail  credit  customers  and  buy  from  22  manufacturers  who  extend  credit 
terms.  They  have  42  accounts  for  other  assets  and  other  liabilities. 
Outline  a  system  of  Ledgers  which  would  probably  be  better  than  one  large 
bound  Ledger  which  they  have  in  use  at  present.  The  bookkeeper  says 
that  he  can  never  tell  how  many  pages  to  leave  for  each  account.  His 
accounts  are  numbered  from  1  to  1,464. 

A  Consumers  Gas  Co.  has  250,000  customer  accounts.  Suggest  how  these 
accounts  may  be  organized  to  facilitate  the  office  work. 

A  person  attempts  to  post  a  personal  account  to  the  General  Ledger.  What 
difficulty  would  he  experience? 

Why  should  personal  accounts  be  posted  daily? 

What  work  would  the  General  Ledger  clerk  do  in  the  Sales  Book  before 
posting  the  summary? 
48.  What  information  does  the  Accounts  Receivable  Ledger  keeper  have  that 
would  be  useful  to  the  salesman? 


41 
42 


43. 


44. 
45. 

46. 

47. 


Problems 

Control  Chart 

1.  On  your  own  ruled  form  or  on  those  supplied  by  your  teacher  summarize, 
post,  check  the  sub-ledger  summaries  against  the  controls  and  take  a 
Trial  Balance  from  the  General  Ledger: 


Purchase  Journal 


Apps.. 
Allen. 
Alsop 


500 
600 
700 


General  Journal 

A.P. 

A.R. 

Gen. 

Entries 

Gen. 

A.R. 

A.P. 

10 

S 
50 

Apps 

Purchases 
Sales 

Long 
Bills  Receivable 

Neil 

10 

5 
50 

Sales  Journal 


Neil.... 
Brown 
Long... 
Tree.... 
Stone.. 


50 
60 
70 
55 
65 
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Cash  Receipts 

Cash  Payments 

CR.             i 

Fo. 

C.\SH 

Gen. 

A.R. 

Dr. 

Fo. 

Cash 

Ge.n. 

A  P. 



R.  Fine  Cap. 

Brown 

Tree 

Stone 

Sales 

A/cs.  Rec.  Cr. 
Balance 

4,000 

20 

30 

15 

200 

4,000 
200 

20 
30 

15 

1 

Expenses 
Apps 
Allen 
Purchases 

A/cs.  Pay.  Dr. 
Balance 

Rent 

V 

100 
400 
500 
600 
1.600 

100 

600 

700 

900 

2.665 

400 
500 

,    900 

4,265 

4,200 

65 

4,255 

65 

4,265 

V 

2,665 

2.665 

Purchase  Ledger 

Dr.  Cr.  Bal. 


General  Ledger 


Purchase  Ledger  Summary 


Trial  Balance 

Fo.. 

Accounts 

Dr. 

Cr. 

C 

Cash 

2.665 

Sales  Ledger 

Dr.  Cr.  Bal. 


Sales  Ledger  Summary 


I 

Five  short  drill  exercises: 

Rule  a  Control  Chart  as  above  and  take  a  Trial  Balance. 

A.  Purchases— Doan,  $500;  Dick,  $700. 
Sales— Link,  $200;  Risk,  $600;  Storey,  $300. 

Cash  Receipts— Andrews  Investment,  $1,000;  Link,  $200;  Risk,  $400. 
Cash  Payments— rent,  $100;  Doan,  $100;  Dick,  $200. 

B.  Purchases— X,  $100;  Y,  $600;  Z,  $300. 
Sales— A,  $200;  B,  $300;  C,  $400;  D,  $500. 

Cash  Receipts— J.  Pike  Investment,  $1,000;  A,  $100;  B,  $300;  C,  $200. 
Cash  Payments— rent,  $100;  expense,  $50;  X,  $100;  Z,  $200. 

C.  Purchases— X,  $500;  Y,  $600;  Z,  $700. 
Sales— A,  $200;  B,  $300;  C,  $500;  D, 
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Cash  Receipts— James  Home  Investment,  $2,000;  A,  $100;  B,  $200; 

D,  S600;  Sales,  $500. 
Cash  Payments— expense,  S200;  X,  $500;  Y,  $300;  Z,  $200;  purchases, 

$1,000. 

D.  Sales— Tree,  $200;  Stone,  $400;  Bush,  $500. 

General — C.  Dunn  invested  cash,  $3,000;  merchandise,  $1,000;  Stone 

returned  $50  worth  of  goods. 
Cash  Receipts— Investment,  $3,000;  Tree,  $100;  Stone,  $200;  Bush, 

$500. 
Cash  Payments— Purchases,  $1,000;  Rent,  $100. 

E.  Sales— Ann,  $150;  Mabel,  $125;  Sarah,  $200;  Elsie,  $75. 
General — Sarah  returned,  $50;  returned  to  Harry,  $100. 
Purchases— Tom,  $200;  Dick,  $300;  Harry,  $400. 

Cash  Receipts — Bobjoe  invested,  $5,000;  Ann,  $25;  Sarah,  $150. 
Cash  Payments— Rent,  $110;  Tom,  $200;  Dick,  $300. 

3.  The  Ontario  Feather  Company  sells  cushions,  mattresses  and  comforters  for 

which  separate  accounts  are  kept.     Rule  a  four  column  Sales  Journal  to 
accommodate  such  sales  and  enter  the  following  invoices  and  post  daily  to 
the  personal  accounts:  (Use  Bank  Ledger  Ruling  in  the  Sales  Ledger.) 
May  2.  Johnson  &  Co.,  cushions,  Calgary,  $250,  n/30. 

3.  Nickerbocker  Boat  Co.,  cushions,  St.  Catharines,  $750,  n/30. 

4.  Murray  &  Brown,  mattresses,  Kingston,  $1,100,  2/10,  n/30. 

5.  Gibbings  &  Moore,  mattresses.  Gait,  $1,500,  2/10,  n/30. 

6.  Pierce  &  Price,  comforters,  Hamilton,  $970,  2/10,  n/30. 

8.  Lashley  &  Bode,  mattresses,  Sherbrooke,  $1,400,  S/D  30-days. 
10.  Collings  &  McColl,  comforters,  Brantford,  S850,  n/30. 

14.  Johnson  &  Co.,  cushions,  Calgary,  $400,  n/30. 

15.  Murray  &  Brown,  cushions,  Kingston,  $600,  2/10,  n/30. 

17.  Gibbings  &  Moore,  cushions.  Gait,  $750,  2/10,  n/30. 

18.  Pierce  &  Price,  mattresses,  Hamilton,  $600,  2/10,  n/30. 
20.  Collings  &  McColl,  cushions,  Brantford,  $650,  n/30. 

Summarize  the  Sales  Journal,  post  to  the  General  Ledger. 

4.  The  following  totals  appear  in  your  Journals:  Purchases,  $3,572;  purchase 

returns,  $72;  sales,  $5,718;  sales  returns,  S218;  bills  receivable — face,  $400; 
discount,  $25;  accounts  receivable,  $325;  bills  payable — face,  $800;  dis- 
count, $50;  accounts  payable,  $550;  cash  receipts — cash,  $4,180;  general, 
$2,100;  accounts  receivable,  $2,040;  discount,  $40;  cash  payments— cash, 
$2,000;  discounts,  $25;  accounts  payable,  $1,975. 

Rule  up  two  Control  Accounts  and  make  the  correct  entries  and  find 
their  balances. 

5.  The  following  Accounts  Payable  Ledger  shows  some  transactions  for  October. 

Draw  up  a  Control  Account  showing  the  postings  as  of  Oct.  15th  and  30th. 

Scythes  &  Tobias 


20 

C. 

1,960— 

10 

P. 

2,000— 

20 

C. 

40— 

20 

P. 

3,000—  . 

28 

B.P. 

1,500— 

25 

J. 

100— 

Prime  Cottons  Ltd. 


14 

J. 

200— 

12 

P. 

1,500— 

18 

C. 

300— 

22 

P. 

1,000— 

18 

B.P. 

1,000— 
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Consolidated  Products 
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10 

J. 

500— 

8 

P. 

1,700— 

18 

C. 

24— 

28 

P. 

900— 

18 

C. 

1,176— 

LocKiE  &  Parkhill 


IS 
15 


B.P. 
B.P. 


9— 

441— 


5 
25 


P. 
P. 


450— 
300— 


Wilson  &  Turner 


11 

C. 

120— 

1 

P. 

120— 

30 

c. 

12— 

20 

P. 

240— 

30 

c. 

228— 

6.  Draw  a  "T"  Account  and  head  it  Accounts  Receivable  Control.  On  the 
debit  side  show  the  sources  of  the  entries  and  on  the  credit  side  show  the 
sources  of  the  entries. 

7.  Draw  a  "T"  Account  and  head  it  Accounts  Payable  Control.     On  the  credit 

side  show  the  sources  of  the  entries  and  on  the  debit  side  show  the  sources 
of  the  entries. 

8.  The  ledgers  of  Battins  Ltd.  has  1,200  accounts,  800  of  which  are  with  cus- 

tomers and  340  with  creditors,  (a)  How  many  accounts  are  there  in  the 
General  Ledger?  (b)  How  many  accounts  in  each  of  the  Subsidiary 
Ledgers?     (c)  What  are  the  titles  of  the  Control  Accounts? 

9.  The  bookkeeper  neglected  to  post  a  Purchase  Return  of  $9.50  which  was 

entered  in  the  General  Journal.  What  effect  would  this  omission  have: 
(a)  On  the  creditor's  account?  (b)  On  the  Control  Account?  (c)  On  the 
Trial  Balance? 

10.  The  Accounts  Payable  Control  balance  is  $18,550,  and  the  total  of  the 

Accounts  Payable  abstract  is  $18,540.  The  error  when  detected  was  found 
to  be  in  the  listing  the  balances  of  an  account  with  a  creditor.  What  was 
the  amount  of  the  error?     Was  the  creditor's  account  over  or  under? 

11.  The  balance  of  the  Creditors'  Control  Account  is  $31,516.40  and  the  total 

of  the  abstract  is  $31,527.90.     The  error  was  caused  by  posting  a  return 
to  the  wrong  side  of  the  creditor's  account,      (a)   How  much  was  the 
return?     (b)  How  was  it  posted?     (c)  How  should  it  be  posted? 
12. 


Summary  of  Customers'  Accounts 

Cash 

Discounts 

Bills 

Balance 

Debtors 

Sales 

Returns 

Receipts 

Allowed 

Received 

Due 

A 

25 

5 

10 

1 

B 

200 

10 

90 

2 

50 

C 

85 

5 

50 

D 

97 

47 

2 

48 

E 

39 

1 

25 

F 

140 

3 

97 

G 

46 

2 

10 

H 

100 

48 

2 

25 

Required:   (a)  Copy,  extend  and  add. 

(b)  Prove  your  balance  due  is  correct. 

(c)  Transfer  totals  to  a  Control  Account. 

(d)  Post  to  a  customers'  ledger  and  summarize. 

(e)  Check  your  summary  against  the  Control  Account. 
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Summary  of  Creditors'  Accounts 


Cash 

Discounts 

Bills 

Balance 

Creditors 

Purchases 

Returns 

Payments 

Received 

Payable 

Due 

R 

500 

20 

294 

6 

100 

S 

700 

100 

300 

4 

196 

T 

890 

90 

U 

1,249 

49 

588 

12 

300 

V 

1,570 

70 

980 

20 

W 

2,131 

31 

1,960 

40 

100 

Required:   (a)  Copy,  extend  and  add. 

(b)  Prove  your  balance  due  is  correct. 

(c)  Transfer  totals  to  a  Control  Account. 

(d)  Post  to  a  creditors'  ledger  and  summarize. 

(e)  Check  your  summary  against  the  Control  Account. 

14.  Each  column  represents  one  question.  Draw  up  two  Control  Accounts  for 
each  column  and  enter  therein  the  data  given.  Post  to  the  General  Ledger 
and  show  that  Ledger  in  balance: 


Totals 


1 


8 


Sales  Journal 

Purchase  Journal. 


Accounts  Receivable  Cash 
Journal 


Accounts  Payable  Cash 
Journal 


1,000 
1,500 

900 

800 


Accounts  Receivable 
Bills  Receivable  Journal. 

Accounts  Payable 

Bills  Payable  Journal 


2,700 
3,000 

2,000 

1,500 

500 

1,000 


N.S.F.  Cheques 

Bad  Debts 

Overcharge  by  Creditor... 

Undercharge  by  Creditor. 

Sales  Returns  and 
Allowances  Journal 


Purchase  Returns  and 
Allowances  Journal 


Accounts  Receivable  Dr. 
Opening  Entry,  Journal.. 


Accounts  Payable  Cr. 
Opening  Entry  Journal. 


3,000 
2,500 

1,000 

500 

500 

1,000 

10 

20 

50 

100 

30 

75 

200 

1,100 


4,000 
3,500 

2,000 

1,500 

1,000 

500 
20 
30 
25 

110 

40 

50 

1,200 

1,000 


3,172 
2,500 

1,516 

800 

1,200 

400 
30 
40 

110 
92 

127 

212 

1,415 

792 


5,168 

4,171 

2,316 

2,200 

1,400 

1,500 

40 

50 

111 

73 

132 

313 

1,500 

859 


12,736 

8,714 

5,714 
3,517 
2,000 

2,525 
50 
60 

1,001 
54 

164 

414 

1,672 

655 


18,571 
10,311 

11,629 

6,211 

3,500 

3,107 
60 
70 
11 
65 

175 

500 

1,813 

796 
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15.  J.  T.  Milnes,  after  closing  his  books  December  31st,  had  the  following: 

Assets — cash,  $2,475.24;  accounts  receivable,  $3,792.15;  notes  receivable, 
$500 ;  goods  on  hand,  $12,940;  fixtures,  $1,400;  unexpired  insurance,  $337.40. 
Liabilities — accounts  payable,  $5,445.09;  notes  payable,  $3,500;  interest 
expense,  Cr.,  $15;  J.  T.  Milnes,  capital,  $12,484.70. 

The  individual  accounts  in  the  Sales  Ledger  were:  J.  Albright,  $1,401.90; 
T.  Haddock,  $764;  L.  Hunter,  $820.21;  Geo.  Longboat,  $431.75;  A. 
Williams,  $374.29. 

The  individual  accounts  in  the  Purchase  Ledger  were:  M.  Davey, 
$475.20;  L.  Johns  &  Co.,  $972.60;  Lyon  King  &  Son,  $1,423.09;  Jacques  & 
Johnson,  $2,574.20. 

The  following  books  of  accounts  are  to  be  operated: 
Journal — Special  columns  for  Accounts  Receivable,  Accounts  Payable — one 

page. 
Purchase  Journal — Ordinary  ruling,  see  page  58 — half  page. 
Sales  Journal — Ordinary  ruling,  see  page  60 — half  page. 
Cash   Receipts — Columns   in    the   following   order:   Net   Cash,    Accounts 

Receivable,  Discount  off  Sales,  Bills  Receivable,  General,  Bank  Deposits 

— one  page. 
Cash  Payments — Columns  in   the  following  order:  Net  Cash,  Accounts 

Payable,    Discount    off    Purchases,    General    Expense,    General,  Bank 

Credit — one  page. 
Ledgers — Three  Ledgers:  General,  Sales  and  Purchase  Ledgers. 
Chart  of  Accounts — Accounts  Receivable  Ledger,  nine  accounts,  H+5  lines 

each.     Accounts  Payable  Ledger,  six  accounts,  H  +  5  lines  each.     General 

Ledger,   H+5  lines  for  each  account:  Capital;  Accounts  Receivable; 

Accounts    Payable;    Notes    Receivable;    Notes    Payable;    Merchandise 

Inventory;   Fixtures,    Insurance;   Interest   Expense;   Purchases;  Sales; 

Discount  off  Purchases;  Discount  off  Sales;  General  -Expense;  Freight-in; 

Salaries. 
Required:  Enter  these  events  in  the  Journals,  post  and  take  a  Trial  Balance 

after  checking  the  sub-ledgers  summaries  against  the  Control  Accounts. 

Post  to  the  personal  ledgers  daily.     Deposit  all  incoming  cheques  daily. 
Jan.  3.  Sold  to  H.  Beaston,  $430,  terms,  2/10,  n/30.     Deposited  $2,000. 
Purchased  goods  from  K.  Wesley,  $800,  terms  2/10,  n/30. 
5.  Cash  Sales,  $300;  Geo.  Longboat's  cheque  for  $190  was  received. 
Paid  C.N.R.  freight-in,  $22.50,  Ck.  No.  1. 

8.  Sales  to  A.  Wilson,  $380,  terms  2/10,  n/30;  C.  Pew,  $250,  terms 
2/10,  n/30. 

9.  Received   cheque  from  T.   Haddock,   $748.72,   discount,   $15.28. 
Issued  credit  note  to  J.  Albright  for  $18.50,  goods  returned. 

10.  Sent  M.  Davey  on  account,  a  cheque,  $465.70,  discount,  $9.50. 

11.  H.  Beaston  remitted  for  goods  sold  Jan.  3rd. 

12.  Sent  K.  Wesley  a  cheque  to  settle  his  invoice  of  Jan.  3rd. 

14.  The  shipment  of  goods  received  from  N.  T.  Northway  checked 
against  the  invoice,  total,  $874,  terms  2/10,  n/30. 

15.  Paid  salaries,  $75.20,  and  selling  expenses,  $184,  by  cheque. 

16.  Received  a  debit  memo,  from  N.  T.  Northway  stating  that  the 
freight  prepaid  by  him  was  $34.80.  The  goods  were  shipped 
F.O.B.  shipping  point. 

17.  Sent  Jacques  &  Johnson  a  cheque  for  $562.93  and  a  60-day  note  for 
$2,000.     They  allowed  us  a  discount  of  $11.27. 

18.  Cash  Sales,  $520.  Received  cheque  from  J.  Albright  for  $500. 
Deposited  cash,  $1,000. 
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Jan.  20.  J.  Smith  paid  by  cheque  his  S500  note  due  to-day. 

22.  Sent  W.  Arthurs  an  invoice  of  goods,  S435,  terms  2/10,  n/30,  F.O.B. 
shipping  point,  freight,  $34.10,  prepaid  in  cash. 

24.  Paid  by  cheque,  our  S2,500  note  and  interest,  $25. 

25.  Received  a  purchase  invoice  of  goods  from  Johns  &  Co.,  $529.10. 
The  goods  opened  out  satisfactorily. 

26.  W.  Arthurs  returned  for  credit,  $17.54  of  goods,  damaged.  We 
issued  a  credit  note. 

27.  Paid  freight  bill  on  incoming  goods,  $14.25  in  cash. 

29.  Returned  to  Johns  &  Co.  for  credit  damaged  goods  amounting  to 
S14. 

30.  Remitted  to  Lyon  King  &  Son  on  account,  a  cheque  for  $500. 

30.  Cash  Sales,  $658.  Received  L.  Hunter's  cheque,  $500  on  account, 
discount  deducted,  S5.05;  paid  in  cash  office  salaries,  $100;  office 
expense,  $16;  salesmen's  salaries,  $250;  bank  charges,  $3.60. 

ALEXANDER  BARLEY 
Balance  Sheet 

January'  2,  19 — 
Assets 

Cash $2,160.00 

H.  Ferris 150.00 

Merchandise  Inventory — Cost 1,800.00 

Office  Furniture 600.00 

Bills  Receivable 1,000.00 

Interest  Accrued 40.00 

Truck 850.00 


16 


$  6,600.00 


Liabilities 

Hamilton  Tailors $  800.00 

City  Tailors 200.00 


$  1,000.00 
Capital 
Alexander  Barley,  Owner $5,600.00 


$  6,600.00 


The  above  statement  shows  his  investment. 

The  note  was  dated  May  1st,  current  year,  to  run  nine  months  with 
interest  at  6%  per  annum,  the  maker,  R.  Haines. 

Books  af  Accounts: 

General  Journal  ruled  as  on  page  160 — one  page. 

Purchase  Journal— one-half  page. 

Sales  Journal — one-half  page. 

Bills  Receivable  with  Face,  Accounts  Receivable,  Discount  off  Sales  columns — 

one-half  page. 
Bills  Payabl  e  with  Face,  Accounts  Payable,  Discount  ofif  Purchases  columns — 

one-half  page. 
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Cash  Receipts  with  Accounts  Receivable,  Discount  off  Sales,  Bills  Receivable, 
General  Ledger,  Exchange  and  Bank  Charges,  Bank  Dr. — one  page. 

Cash  Payments  with  Accounts  Payable,  Discount  off  Purchases,  General 
Expense,  General  Ledger,  CK  #  ,  Bank  Cr. — one  page. 

Ledgers — General,  Accounts  Receivable,  Accounts  Payable. 

Chart  of  Accounts: 

Accounts  Receivable  Ledger,  nine  accounts,  H+5  lines  each. 

Accounts  Payable  Ledger,  nine  accounts,  H  +  5  lines  each. 

General  Ledger,  H+9  lines  for  each  account:  Capital;  Drawing;  Bank;  Petty 
Cash;  Merchandise  Inventory;  Office  Furniture;  Bills  Receivable; 
Accounts  Receivable  Control;  Bills  Payable;  Bank  Loan;  Accounts 
Payable  Control;  Truck;  Office  Machines;  Interest  Income;  Interest 
Expense;  Purchases;  Sales;  Purchase  Returns  and  Allowances;  Sales 
Returns  and  Allowances;  Discount  off  Sales;  Discount  off  Purchases; 
Rent;  Insurance  Expense;  Freight-in;  Salaries;  General  Expense. 

All  payments  are  made  by  cheque  and  all  receipts  deposited  daily. 
The  personal  ledgers  are  to  be  posted  daily. 
Exchange  on  cheques  by  Debit  Slip,  30th  of  the  month. 

The  bank  has  consented  to  allow  an  overdraft  up  to  $1,500  for  not  longer 
than  one  week. 


Purchases : 

Jan.  2.  Blue  Water  Clothing 1/10,  n/60. 

2.  Frontenac  Overalls  Co 1/20,  n/60. 

3.  Wilkins  &  Woods 1/20,  n/60. 

4.  Office  Machines  Co. 

(Typewriter  and  Desk) n/30 

5.  Paris  Fabric  Co n/60 

14.  Buttons  &  Trimmings  Co 1/20,  n/60. 

24.  Coppley  Brand  Clothes 1/20,  n/60. 

27.  Frontenac  Overalls 1/20,  n/60. 

29.  Wilkins  &  Woods 1/20,  n/60. 


Sales : 
Jan.  2. 

3. 

5. 

8. 
11. 
11. 
23. 
27. 
28. 
28. 


Brant  Clothing  Store Invoice  No.  1,  2/15,  n/30 

Henry  Chestnut Invoice  No.  2,  2/15,  n/30 

Charles  Lyon,  Tailor Invoice  No.  3,  2/15,  n/30 

Classic  Tailors Invoice  No.  4,  2/15,  n/30 

Premier  Tailors Invoice  No.  5,  2/15,  n/30 

Simon  Ready Invoice  No.  6,  2/15,  n/30 

Regal  Tailors Invoice  No.  7,  2/15,  n/30 

Brant  Clothing  Store Invoice  No.  8,  2/15,  n/30 

Henry  Chestnut Invoice  No.  9,  2/15,  n/30 

Henry  Hunter Invoice  No.  10,  2/15,  n/30 


Cash  Receipts  from : 

Jan.  9.  Cash  Sales 

12.  Cash  Sales 

17.  Brant  Clothing  Store Invoice  No.  1,  less  discount. 

18.  Henry  Chestnut Invoice  No.  2,  less  discount. 

18.  H.  Ferris,  in  full  of  account 

23.  Classic  Tailors Invoice  No.  4,  less  discount. 

25.  Simon  Ready Invoice  No.  6,  less  discount. 

27.  Cash  Sales 


$565.50 
1,030.65 
1,058.75 

155.00 
1,212.50 
987.40 
415.50 
420.80 
550.75 


$260.90 
210.76 
412.90 
425.20 
315.60 
550.20 
415.60 
175.80 
147.20 
652.80 


$275.00 
310.80 


142.80 
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Jan.  29.  Cash  Sales 450.60 

30.  R.  Haines  for  his  note  and  interest  (B.R.  No.  1) 

30.  Premier  Tailors Invoice  No.  5,  less  returns.. 

Cash  Payments: 

Jan.    2.  Petty  Cash  Fund  established S50.00 

2.  Rent  of  Store 175.00 

2.  Insurance  premium  on  goods 140.00 

7.  Ofifice  supplies  (General  Expense) T 60.00 

8.  Freight-in  bill 62.00 

10.  Blue  Water  Clothing Invoice  No.  1 

11.  Hamilton  Tailors  on  account 500.00 

14.  Cash  Purchases 271.50 

15.  Sales  Salaries,  $75;  Office  Salaries,  $60 135.00 

16.  Delivery  Expense  (General  Expense) 45.00 

19.  Check  less  discount  to  settle  Wilkins  &  Wood's  bill  of  Jan.  3rd 

21.  Office  Machine  Co.  cheque 80.00 

22.  Paris  Fabric  Co.,  on  account 600.00 

22.  Frontenac  Overalls  Co.,  in  full  less  returns  and  discount 

23.  Freight-in 85.00 

26.  Mr.  Barley  withdraws,  Drawing  account 250.00 

26.  Advertising  and  printing  (General  Expense) 42.50 

27.  Advertising  (General  Expense) 75.00 

30.  Buttons  and  Trimmings  Co.,  balance  of  Jan.  14th  less  discount 

30.  Sales  Salaries,  $75;  Office  Salaries,  $60 135.00 

30.  Selling  Expense 6.90 

30.  General  Expense  (Petty  Cash) 27.55 

30.  Exchange  on  cheques — ^Bank  Debit  Slip 7.81 

Petty  Cash  analysis:  Telephone,  $1.25;  office  supplies,  $3.60;  stamps,  $5;  gasoline, 
$15;  donations,  $1.50;  express-out,  70c.;  carfare,  50c. 

Bills  Receivable: 

Jan.  25.  Thirty-day  draft  accepted  by  Chas.  Lyon  for  Invoice  No.  3. 

27.  Ten-day  draft  accepted  by  Regal  Tailors  for  $196,  discount  of  $4  allowed. 
29.  Fifteen-day  draft  accepted  by  Henry  Hunter  for  $294,  discount  of  $6 
allowed. 

Bills  Payable: 

Jan.    5.  Draft  at  30  days  accepted  favour  Office  Machines,  $75  as  of  Jan.  4th. 
15.  Draft  at  20  days  accepted  favour  Buttons  and  Trimmings,  face,  $495, 
discount,  $5. 

19.  Draft  at  60  days  accepted  favour  City  Tailors,  face,  $200. 

20.  Draft  at  30  days  accepted  favour  Hamilton  Tailors,  $200. 

Purchase  Returns  and  Allowances: 

Jan.  22.  Returned  to  Frontenac  Overalls  Co.,  on  their  instructions,  goods  sent  to 
us  but  not  ordered.     Received  their  credit  note,  $592.17. 

Sales  Returns  and  Allowances: 

Jan.  22.  Classic  Tailors,  credit  note  to  cover  claim,  $25. 

24.  Premier  Tailors,  credit  note  to  cover  claim,  $60.50. 
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General : 

Jan.  26.  The  firm  borrows  from  the  Merchant's  Bank  on  its  note,  $900  at  7%  for 
60  days.     Proceeds  were  deposited  in  the  bank.     Enter  in  the  Cash 
Journal  as  a  Bank  Loan,  Discount,  $10.87. 
30.  Frontenac  Overalls  Co.  sent  a  debit  note  for  $9.20,  error  in  billing. 
Sent  Harry  Chestnut  a  debit  note  for  $3.30,  error  in  billing. 

Required : 

1.  Entries  in  the  books  of  accounts  ruled  as  suggested  in  the  chapter. 

2.  Returns  and  allowances  are  to  be  entered  in  the  General  Journal. 

3.  Three  Ledgers  with  controls  in  the  General  Ledger. 

4.  Trial  Balance  at  the  end  of  the  month. 

5.  Profit  and  Loss  Statement  and  Balance  Sheet. 

6.  Adjustments  for  Inventories — closing  entries. 

7.  Post  Closing  Trial  Balance. 

8.  Write  up  the  Bank  Pass  Book,  cheques  No.  11,  14,  21,  22,  23  are  out- 

standing. 

9.  Draw  up  a  Bank  Reconciliation  as  of  January  31st. 

Inventories  and  Notations: 

1.  Rent  was  payable  at  $100  a  month. 

2.  Advertising  prepaid,  $30. 

3.  Insurance  unexpired,  $90. 

4.  Merchandise  Inventory  at  cost,  $4,500. 

5.  Depreciation:  Fixtures,  1%  per  month;  Truck,  2%  per  month. 

6.  Office  Supplies  unused,  $28. 

7.  Telephone  bills  unpaid,  $35. 

8.  Accrued  interest  payable  if  any. 

9.  Set  up  a  Reserve  for  Bad  Debts,  2%  of  Net  Sales. 

Questions  for  Investigation 

1.  What  is  an  audit? 

2.  What  six  groups  of  people  would  be  interested  in  having  the  books  of  a  large 

manufacturing  concern  audited?     What  would  each  group  be  interested  in? 

3.  What  is  internal  check?     Suggest  four  ways  in  which  it  may  be  used. 

4.  The  entries  in  the  general  journal  are  nearly  all  for  the  purpose  of  making 

corrections  and  adjustments.     Can  you  suggest  which  of  these  entries  should 
be  very  carefully  examined  for  a  possible  fraud? 

5.  Formulate  five  good  rules  for  verifying  cash  on  hand  at  a  given  date. 


CHAPTER  XVIII 

CLASSIFIED  FINANCIAL  STATEMENTS 

Word  Study:  Accountant,  liabilities,  classified,  current,  capital,  fixed, 
prepaid,  supplies,  long  term,  explanatory,  accrued,  office  furniture,  insurance, 
loan,  taxes,  mortgage,  income,  executive,  decorations,  entertainment,  mis- 
cellaneous. 

Form  of  Statements 

Accountants  and  bankers  are  agreed  that  the  assets  and  liabilities 
should  be  grouped  or  classified  according  to  the  length  of  life  and  the 
nature  of  the  various  items.  The  following  chart  is  the  basis  of  a  good 
classification : 


Balance  Sheet 


Assets 


Current 

Those  assets  which  can  be  readily  turned  into 
cash  in  the  usual  course  of  business. 

Capital  (Fixed) 

Investment  in  assets  that  have  a  long  life — 
one  or  more  years.  These  wear  out  gradu- 
ally. 

Prepaid 

Supplies  or  services  that  have  been  bought 
and  which  will  be  used  up  in  the  next  period. 


Liabilities 


Current 
Those  liabilities  which  must  be  paid  within  a 
year  in  the  usual  course  of  business. 

Long  Term 

Those  liabilities  which  will  not  become  due 
within  a  year. 

Proprietorship 
The  difference  between  the  assets  and  the 
liabilities. 


What  the  Figures  Mean — Standards 

Financial  Statements  are  made  up  to  give  the  manager,  the  creditor, 
the  investor  and  the  government  a  true  picture  of  a  firm's  financial 
condition.  The  facts  are  presented  in  a  condensed  form  and  need  only  to 
be  Interpreted  correctly.  When  you  realize  and  appreciate  what  these 
figures  mean,  you  will  have  an  excellent  foundation  for  good  business 
judgment. 

As  the  driver  of  an  automobile  you  calculate  how  far  you  have  travelled 
by  making  two  or  more  readings  of  the  mileage  gauge.  In  business 
you  may  calculate  how  successful  your  business  has  been  by  reading  two 
or  more  successive  financial  statements.     You  'may  compare  your  progress 
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or  growth  with  certain  standards  which  bankers  and  business  men  have 
set  up  just  as  you  read  sign  posts  along  the  highway. 

Certain  percentage  standards  have  been  included  in  some  of  the 
problems  in  this  chapter  and  you  will  be  interested  to  find  out  what  the 
particular  business  has  accomplished  when  compared  with  the  standards 
set  up. 

The  details  of  this  explanatory  chart  may  be  shown  as : 

Balance  Sheet 


Assets 

Liabilities  and  Proprietorship 

Current  Assets 

Current  Liabilities 

Cash 

Bank  Loans 

Bank 

Accounts  Payable 

Petty  Cash  Fund 

Notes  Payable 

Notes  Receivable 

Interest  Accrued  on  Bills  Payable  or 

Interest  Accrued 

Mortgage 

Accounts  Receivable 

Wages  due  and  unpaid 

Less  Reserve  for  Bad  Debts 

Rent  due  and  unpaid 

Goods  on  hand  at  cost  or  market  whichever 

Taxes  due  and  unpaid 

is  the  lower 

«&c. 

Capital  (Fixed)  Assets 

Long  Term  Liabilities 

Building 

Mortgage  Payable 

Less  Reserve  for  Depreciation 

&c.,  &c. 

Trucks 

Less  Reserve  for  Depreciation 

Motor  Cars 

Less  Reserve  for  Depreciation 

Office  Furniture 

Proprietorship 

Less  Reserve  for  Depreciation 
&c.,  &c. 

(Assets — Liabilities) 

Investment 

Prepaid  Expenses 

Surplus 

Insurance  Prepaid 

Supplies  on  hand 

Fuel  on  hand 

Rent  Prepaid 

&c. 

These  items  are  all  simple  descriptions  of  what  the  terms  mean  and  this 
grouping  is  recommended  by  accountants,  bankers,  income  tax  specialists 
and  business  executives. 

The  items  in  the  Trading  and  Profit  and  Loss  Statement  are  also 
grouped  and  are  shown  in  the  chart  on  the  next  page. 
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Trading  and  Profit  and  Loss  Statement 

For  the  year  ended  December  31,  19 — 


Income 


Gross  Sa'ps 

Less  Returns. 
Net  Sales 


Cost  of  Goods  Sold 
On  hand  at  beginning 

Gross  Purchases 

Less  Returns 

Add  Freight-in 

Duty 

Less  Inventory  at  cost  or  market  whichever  is  lower 

Cost  of  Goods  Sold 

Gross  Trading  Profits 


Operating  Expenses 

Selling  Expenses 

Advertising 

Decorations 

Entertainment 

Salesmen's  Salaries 

Salesmen's  Expenses 

Freight-out 

Samples 

Depreciation  on  Selling  Equipment.... 

Drivers'  Salaries 

Depreciation  on  Delivery  Equipment. 

&c 

Total  Selling  Expense 


General  and  Administrative 

Rent 

Office  Salaries ; 

Cleaning 

Supplies  for  Office 

Insurance 

Taxes 

Printing  and  Stationery 

Postage 

Light,  Heat  and  Water 

Depreciation  on  Office  Equipment... 

Bad  Debts 

Telephone  and  Telegraph 

Bank  Charges 

Repairs  and  Renewals — small  items. 

Miscellaneous 

Total  General  and  Administrative.... 

Net  Operating  Profit 

Add  Other  Income — Financial 

Discount  off  Purchases 

Interest  Income 

Deduct  Other  Expenses 

Discount  off  Sales 

Interest  Cost 


-Financial 


Net  Profit. 
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Form  of  the  Statements 

A.  Balance  Sheet 

Accountants  always  pay  strict  attention  to  the  form  of  the  statements  and 
among  the  many  niceties  they  demand  are: 

1.  No  mistake  shall  be  allowable  in  a  final  statement. 

2.  The  title  or  name  of  the  statement  must  be  correctly  shown. 

3.  The  date  must  be  correctly  shown. 

4.  The  name  of  the  firm  should  be  correctly  shown. 

5.  Where  there  are  statements  other  than  the  Balance  Sheet,  cross-references 

should  be  shown.     The  Balance  Sheet  is  known  as  Exhibit  A;  the 
Trading  and  Profit  and  Loss,  Exhibit  B.,  etc. 

6.  The  ruling  must  be  clear  and  sharp  with  no  smudges,  erasures,  finger 

prints,  stains,  etc. 

7.  The  caption  "Assets"  must  be  shown  in  the  centre  of  the  column. 

8.  Group  headings  should  be  placed  at  the  left  with  items  slightly  indented 

to  the  right. 

9.  Each  item  of  the  Capital  Assets  and  the  Accounts  Receivable  should  be 

accompanied  by  its  reserve  if  there  is  one. 

10.  The  captions  "Liabilities"  and  "Proprietorship"  should  be  shown  in  the 

centre  of  the  column. 

11.  All  numbers  should  be  neat,  clear  and  small  and  surrounded' by  plenty  of 

white  margin. 

12.  All  figures  and  totals  should  be  explained. 

13.  Blank  lines  should  not  be  left. 

14.  A  statement  should  occupy  only  one  sheet  of  paper. 

15.  The  use  of  the  ruler  is  strongly  recommended. 

16.  Double  ruling  indicates  completion. 

B.  Profit  and  Loss  Statement 

The  Profit  and  Loss  Statement  shows  the  details  of  the  making  of  the  profit 
or  loss.     The  main  points  in  drawing  up  this  statement  are: 

1.  No  mistakes  shall  be  allowable  in  the  final  statement. 

2.  The  heading  must  be  correctly  shown,  i.e.,  name  of  firm,  period  covered 

and  date. 

3.  The  period  covered  must  be  correctly  dated  and  should  show  the  beginning 

and  end  of  the  period. 

4.  If  used  with  the  Balance  Sheet,  this  statement  should  be  properly  cross 

indexed. 

5.  Titles  of  sub-headings  should  be  at  the  left  margin  with  the  items  indented 

slightly  to  the  right. 

6.  Single  lines  indicate  addition  or  subtraction  while  double  lines  indicate 

completion. 

7.  The  paper  in  all  statements  must  be  fresh,  crisp  and  clean. 

8.  The  statement  should  be  on  a  single  page  of  paper. 
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SUMMARY 

Bankers,  executives  and  investors  require  classified  statements. 
Such  statements  contain  all  the  information  with  less  detail  and  are  more  quickly 
understood. 

There  are  definite  rules  to  be  followed  in  preparing  the  financial  statements. 


Oral  Questions 

1.  How  many  groups  of  assets  are  there?     Name  them. 

2.  What  five  assets  are  there  in  the  current  group? 

3.  What  is  the  meaning  of  the  word  current? 

4.  What  sort  of  assets  make  up  the  Capital  Asset  group? 

5.  What  is  another  name  for  Capital  Assets? 

6.  Name  three  assets  in  the  Capital  Asset  group. 

7.  What  deduction  is  usually  made  from  a  Capital  Asset? 

8.  What  is  depreciation? 

9.  What  are  some  of  the  items  appearing  in  the  Prepaid  Expense  group? 

10.  What  is  meant  by  classifying  the  assets? 

11.  In  which  group  would  each  of  the  following  assets  be  placed:  bank  balance, 

cash,  accounts  receivable,  building,  notes  receivable,  coal  for  fuel,  interest 
accrued  on  notes  receivable,  prepaid  insurance,  office  supplies  unused, 
fixtures,  truck,  prepaid  advertising,  inventory  of  goods? 

12.  How  many  classes  of  liabilities  are  there? 

13.  Name  five  current  liabilities. 

14.  Name  one  long  term  liability. 

15.  Out  of  what  group  of  assets  are  the  current  liabilities  paid? 

16.  How  does  a  classified  Balance  Sheet  give  better  information  than  an  ordinary 

one? 

17.  Into  what  groups  are  the  expenses  divided? 

18.  What  is  selling  expense? 

19.  What  is  operating  expense? 

20.  Name  the  two  groups  in  the  operating  expense. 

21.  Name  five  items  in  the  selling  expense  group. 

22.  Name  five  items  in  the  general  expense  group. 

23.  What  items  may  be  found  in  the  financial  expense  group? 

24.  Why  do  accountants  refuse  to  allow  mistakes  in  statements? 

25.  Who  signs  the  statement  certifying  that  it  is  correct? 
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1.  Draw  up  classified  statements  for  the  following  Trial  Balance  of  R.  J.  Moon 
taken  on  December  31,  19 — : 


Millinery 


R.  J.  Moon,  Capital 

Cash 

Accounts  Receivable 

Bills  Receivable 

Merchandise  Inventory 

Purchases 

Purctiase  Returns 

Sales 

Sales  Returns 

Freight-in 

Salesmen's  Salaries 

Manager's  Salary 

Office  Salaries 

Taxes 

Insurance 

Advertising 

Accounts  Payable 

Bills  Payable 

Rent 

Office  Fixtures 

Office  Supplies 

Store  Fixtures 

Delivery  Supplies 

Delivery  Equipment 

Repairs,  Store 

Discount  off  Purchases. 

Discount  off  Sales 

Heat  and  Light 


,360 
,350 
,100 
,000 
,000 


300 
,450 
,000 
,200 
,800 
400 
200 
,400 


,000 
800 
200 
,800 
760 
,200 
130 

660 
660 


17,500 


1,500 
110,000 


7,800 
4,500 


1,470 


142,770      142,770 


2. 


Standards:  Net  Profit,  12%;  Overhead,  35%;  Gross  Margin,  44%;  Markup, 
80%;  Turns,  9;  Advertising,  1%.  Terms,  2/10,  n/30.  (Basis— Net 
Sales.) 

(a)  Merchandise  Inventory,  cost  $14,000;  Interest  Accrued  on  Bills  Receiv- 
able, S18;  Interest  Accrued  on  Bills  Payable,  $46;  Insurance  Prepaid, 
S80;  Rent  due  and  unpaid,  $400;  Office  Supplies  on  hand,  $20;  Delivery 
Supplies  on  hand,  $50. 

(b)  Write  off  $150  Accounts  Receivable  as  bad  and  set  up  a  reserve  of  1% 
of  the  receivables;  Depreciation  of  10%  allowed  on  all  Capital  Assets; 

From  this  data  prepare  classified  statements.  Prepare  Journal  entries  to 
close  the  books  of  Paints  and  Varnishes:  Joseph  Wright,  Capital,  $10,000; 
Drawings,  $1,914;  Furniture  and  Fixtures,  $600;  Bank,  $250;  Inven- 
tory, January  1st,  $3,600;  Accounts  Receivable,  $7,400;  Notes  Receiv- 
able, $1,500;  Accounts  Payable,  $2,500;  Notes  Payable,  $1,000;  Purchases, 
$31,550;  Freight-in,  $290;  Purchase  Returns,  $365;  Sales,  $38,946;  Returned 
Sales,  $315;  Freight-out,  $275;  Advertising,  $650;  Store  Rent,  $900;  Heat 
and  Light,  $300;  Sales  Salaries,  $1,500;  Selling  Expense,  $218;  Office  Salaries, 
$1,000;  Stationery,  $210;  General  Expense,  $467;  Discount  off  Sales,  $218; 
Discount  off  Purchases,  $352;  Interest  Income,  $29;  Interest  Expense,  $35. 
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Inventory,  December  31st,  $4,250  at  cost;  Unexpired  Insurance,  $25; 
Accrued  Interest  on  Notes  Receivable,  Si 2.50;  Accrued  Interest  on  Notes 
Payable,  $14.75;  Accrued  Taxes,  $115;  Reserve  for  Bad  Debts  to  be  carried 
forward,  1%  of  Net  Sales;  Reserve  for  Depreciation  on  Furniture  and 
Fixtures,  10%  of  the  cost. 

Standards:  Terms  of  Sale,  2/10,  n/60;  Net  Income,  8%  of  Sales;  Overhead, 
28%;  Gross  Profit,  35%;  Markup,  65%;  Turns,  4;  Sales  and  Office 
Salaries,  7%. 

3.  Prepare  for  the  Library  Publishing  House  a  Classified  Balance  Sheet,  Operating 

Statement  and  an  Analysis  of  Capital  Account  from  the  following  data: 
Charles  Hill,  Capital,  $1,500;  Drawing  Account,  $400;  Cash,  $76;  Inventory, 
June  1,  19—,  $1,240;  Accounts  Receivable,  $450;  Notes  Receivable,  $300; 
Accounts  Payable,  $330;  Notes  Payable,  $100;  Purchases,  $6,506;  Returned 
'  Purchases,  $150;  Freight-in,  $148;  Sales,  $9,150;  Returned  Sales,  $135; 
Freight-out,  $86;  Rent  (Dr.),  $180  Store;  Rent,  $60  Office;  Rent,  $90 
Garage;  Wages,  Deliverymen,  $150;  Salaries,  Office,  $180;  Wages,  Salesmen, 
$500;  Heat  and  Light,  $40;  Printing,  $12;  Postage,  $8;  Telephone,  $9; 
Insurance,  $8 ;  Taxes,  $14 ;  Advertising,  $252 ;  Miscellaneous  Selling  Expenses, 
$210;  Miscellaneous  General  Expenses,  $180;  Interest  Income,  $6;  Interest 
Expense,  $2. 

The  Heat  and  Light  Expenses  should  be  divided  J/g  to  selling  and  J/g  to 
general.     Inventory  at  the  end  of  the  month,  $1,185. 

Set  up  Journal  entries  to  close  the  books. 

Show  the  Ledger  Accounts  properly  closed  with  proof  that  the  Ledger  is 
in  balance. 

Standards:  (%  of  Sales)  Terms  of  Sales,  2/10,  n/30;  Net  Profit,  10%;  Over- 
head, 56%;  Gross  Profit,  65%;  Cost  of  Goods  sold,  34%;  Employees' 
Salaries  and  Wages,  23%. 

4.  From  this  Trial  Balance  of  Retail  Batteries  prepare  Classified  Statements. 

Prepare  Journal  entries  to  close  the  books.  William  Hunter,  Capital, 
$20,000;  Drawing  Account,  $4,149;  Cash,  $350;  Inventory,  January  1st, 
$5,400;  Accounts  Receivable,  $2,100;  Accounts  Payable,  $1,700;  Lot,  $1,000; 
Building,  $15,000;  Office  Furniture,  $1,600;  Truck,  $1,000;  Notes  Receiv- 
able, $1,250;  Bank  Loan,  $1,200;  Notes  Payable,  $500;  Mortgage  Payable, 
$5,000;  Purchases,  $51,240;  Freight-in,  $380;  Purchase  Returns,  $275; 
Sales,  $61,358;  Sales  Returns,  $455;  Freight-out,  $160;  Advertising,  $200; 
Decorations,  $40;  Garage  Rent,  $1,200;  Heat  and  Light,  $250;  Sales  Salaries, 
$2,400;  Selling  Expense,  $195;  Office  Salaries,  $1,200;  Telephone,  $75; 
Stationery  and  Printing,  $120;  General  Expense,  $174;  Discount  off  Sales, 
$115;  Discount  off  Purchases,  $148;  Interest  Income,  $62;  Interest  Expense, 
I;  Interest  on  Mortgage,  $150. 


Notations:  Inventory  of  Goods  at  cost,  $4,950;  Interest  Accrued  on  Notes 
Payable,  $12;  Interest  Accrued  on  Mortgage,  $150;  Taxes  Accrued,  $40 
Interest  Accrued  on  Notes  Receivable,  $10;  Unexpired  Insurance,  $20 

Set  up  a  reserve  of  $150  for  Bad  Debts;  Depreciation  on  Buildings,  4% 

Office  Fixtures,  10%;  Truck,  20%. 

Standards:  (%  of  Sales)  Terms  of  Sale,  2/10,  n/60;  Net  Profit,  8%;  Over- 
head, 38%;  Gross  Profit,  46%;  Cost  of  Goods  sold,  54%;  Markup,  85%;  % 
Turns,  6;  Employees'  Wages  and  Salaries,  14%. 
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5. 


THE  BOWMAN  CARPET  COMPANY 
Trial  Balances 


Chas.  Bowman,  Capital 

Bank 

Petty  Cash 

Accounts  Receivabl     

Notes  Receivable 

Resen^e  for  Bad  Debts 

Merchandise  Inventory,  January  1st. 

Building 

Reserve  for  Depreciation 

Lot 


Furniture  and  Fixtures 

Reserve  for  Depreciation 

Truck 

Reserve  for  Depreciation 

Purchases 

Purchase  Returns  and  Allowances. 

Sales ; 

Sales  Returns  and  Allowances 

Accounts  Payable 

Mortgage  Payable  5% 

Freight-in 

Discount  oflF  Purchases 

Discount  off  Sales 

Rent  Income 

Interest  Income 

Salesmen's  Salaries 

Salesmen's  Travelling 

Advertising 

Office  Salaries 

Bad  Debts 

Delivery  Expense 

Office  Expense 

General  Expense 

Mortgage  Interest 


December  31,  1935 


3,240 

40 

14,800 

2,550 

9,790 
20,000 

4,000 
4,000 

1,500 

43,500 

1,140 

1,100 
560 


4,160 
3,300 
1,500 
2,500 

1,400 

2,000 

750 

300 


44,334 


122.130         122,130 


1,413 
62,540 

6,218 
6,000 

612 

890 
123 


December  31,  1936 


14,500 

40 

13,500 

1,450 

13,375 
20,000 

4,000 
4,000 

1,500 

52,800 

1,770 

1,200 
800 


4,949 

3,315 

3,159 

2,600 

207 

900 

1,800 

600 

300 


50,090 


347 


500 


200 

300 

1,215 
31,000 

5,218 
6,000 

940 

800 
155 


146,765 


146,765 


Xotalions : 

Inventory 13,375  11,250 

Office  Supplies 240  210 

Rent  Income  Prepaid 90  nil 

Depreciation  Buildings  2]/^%,  Truck  20%,  Fixtures  5%  Same  as  Dec.  31/35 
Reserve  for  Bad  Debts,  2%  of  Notes  and  Accounts  Receivable 

Same  as  Dec.  31/35 
Standards:  Net  Profit,  7%  of  Sales;  Total  Expense,  31%;  Gross  Profit,  38%; 
Markup,  64%;  Turns,  4;  Advertising,  1.5%. 

Required:   (a)  Classified  Statements. 

(b)  Comparison  of  Progress. 

(c)  Report  showing  the  relation  of  the  business  to  standards. 
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CHAPTER  XIX 

NON-TRADING  ORGANIZATIONS 

Word  Study:  Trading,  non-trading,  merchandising,  fees,  donations,  tuition, 
income.  Income  and  Expense,  Receipts  and  Disbursements,  budget. 


1.  Types  of 
Business 


T.  Manufacturing 
2.  Trading 


3.  Non-Trading 


2.  Records 
for 
Non- 
Trading 
Businesses 


f  (a)  For  Profit 


(b)  Not  for  Profit 


f  1 .  Journal 

2.  Cash  Book 

/Guests,  Members  or  Clients 

3.  Ledger  \  General — Assets,  Liabilities,  Surplus 

f  Receipts  and  Disbursements  (Cash) 

4.  Statements  -j  Income  and  Expenditure  (Trading) 

[Assets,  Liabilities  and  Surplus 

5.  Budgets 


Professional 
Public  Service 
Commercial  Organizations 

f banks 
Financial  -{insurance 

i&c. 
Educational — Business  College 

Governments 

fSocial 
Clubs  s  Commercial 

[Athletic 
Homes 
Lodges 
Churches 

Schools — Government 
,  Hospitals 


Non-trading  organizations  do  not  sell  material  things  such  as  furniture, 
groceries,  vegetables,  lumber,  marble,  etc.,  as  do  trading  or  merchandising 
concerns,  but  non-trading  firms  sell  services.  Lawyers  sell  legal  advice; 
doctors,  medical  advice;  dentists,  dental  services;  architects,  designing 
advice. 

There  is  another  group  of  non-trading  concerns  which  are  not  organized 
for  profit,  as:  churches,  clubs,  lodges,  schools,  hospitals,  etc. 

Bookkeeping  for  non-trading  concerns  has  the  same  debit  and  credit 
principles  as  merchandising  or  manufacturing  organizations  and  the  same 
degree  of  accuracy  and  neatness  is  desirable.  The  main  difference  in  the 
record  keeping  is  the  kind  of  business  transactions;  for  instance,  there  are 
no  Trading  Accounts.  There  may  be,  however,  a  Fees  Account,  Donations 
Account,  Tuition  Account. 
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Income  and  Expenses  of  a  Literary  Society 

A  literary  society  affords  a  splendid  example,  as  follows: 

Income  from  Members: 

1.  Entrance  Fees 

2.  Annual  Dues 

Income  from  Other  Sources: 

1.  Sales  of  buttons,  pennants,  etc. 

2.  Sales  of  year  book 

3.  Tickets  for  annual  dance  or  concert 

4.  Gifts  by  people  interested  in  the  society 

5.  Advertising  in  the  year  book 

6.  Interest  on  the  balance  in  the  bank 

7.  Sundries 

Expenses : 

1.  Cost  of  pennants  or  buttons 

2.  Cost  of  year  book 

3.  Expenses  of  annual  concert  or  dance 

4.  Expenses  of  committee  meetings 

5.  Stationery,  typing,  postage,  printing,  etc, 

6.  General  expenses 

There  should  be  a  ledger  account  for  each  of  the  above  and  similar 
items. 


Journal  Entries : 


Accounts  Receivable 

Income  from  Dues 

To  record  members'  dues.. 

Cash 

Accounts  Receivable.. 
When  dues  are  due  (C.B.) 


XXX 

XX 

XXX 

XXX 

XX 

XXX 

Other  entries  are  made  as  required.  The  names  of  all  members  will 
appear  in  the  Membership  Ledger  which  must  check  with  the  controlling 
account  in  the  General  Ledger. 
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Adjusting  Entries 

Periodic  adjustments  must  be  made  but  there  should  be  a  strong  effort 
to  collect  all  fees  and  to  pay  all  debts  before  the  end  of  the  year.  These 
adjustments  will  be  made  as  shown  for  trading  concerns. 


Closing  Entries 

Instead  of  using  Profit  and  Loss,  you  may  use  Income  and  Expense 
for  the  summary  account.     The  closing  entries  may  appear  as: 


Income  from  Dues 

Donations 

Sale  of  Buttons 

Sale  of  Year  Book 

Dance  Tickets 

Income  and  Expense 

To  transfer  all  Income  Accounts  to  Income  and 
Expense  Account. 


2,500 
100 
250 
200 

1,000 


4,050 


Income  and  Expense 

Cost  of  Buttons 

Cost  of  Year  Book 

Committee  Expense 

Salaries 

Printing 

Postage 

Bad  Debts 

General  Expense 

Rent  of  Dance  Hall 

Orchestra 

To  close  all  the  Expense  Accounts. 

Income  and  Expense 

Surplus 

To  transfer  Net  Income  to  Surplus  Account 


1,150 


2,900 


200 
170 

90 
124 

20 

18 
8 

20 
400 
100 


2,900 


In  selling  pennants  or  in  publishing  a  magazine  or  paper,  it  is  recom- 
mended that  accounts,  similar  to  those  of  a  trading  concern,  be  kept  as: 


Cost  of  Publication 


Dec.  31 


220— 


Inventory  of  Publications 


Dec.  3 1 


50— 


Sales  of  Publication 


Dec.  31 


200— 
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Form  of  Balance  Sheet 


THE  LITERARY  SOCIETY 
Balance  Sheet 

December  31,  19 — 


Assets 
Current 

Cash 

Petty  Cash 

Accounts  Receivable — Dues 

Less  Reserve  for  Bad  Debts 

Inventory 

Year  Book  at  cost 

Buttons  at  cost 

Prepaid  Expenses 

Stationery  at  cost 

Liabilities  and  Surplus 
Current 

Accounts  Payable 

Surplus 

Balance,  January  1,  19 — 

Add — Net  Income  for  Year 


210 
10 

00 
00 

50 
10 

00 
00 

500 
2,900 

00 
00 

3,240 
15 


200 


60 
3,515 

10 


3,525  00 


00 


125  00 


3,400 


3,525 


00 


00 


Form  of  Statement  of  Income  and  Expense 

THE  LITERARY  SOCIETY 
Statement  of  Income  and  Expense 

For  the  year  ended  December  31,  19 — 


Income  from  Members: 
Dues 


Other  Income: 

Donations 

Sales  of  Buttons., 
Less  Cost 


Sales  of  Year  Book. 
Less  Cost 


Dance  Surplus. 


Total  Income. 


Operating  Expenses: 

Committees 

Salaries 

Printing.... 

Postage 

Bad  Debts 

General  Expense.. 


Total  Expense 

Net  Income  Carried  to  Balance  Sheet. 


250 
200 


200 
170 


100 
50 


30 
500 


90 
124 
20 
18 
8 
20 


2,500 


680 


3,180 


280 


2,900 


00 


00 


00 


00 


00 


190 


NEW  COURSE  BOOKKEEPING 


Form  of  Statement  of  Receipts  and  Disbursements  (Summary  of  Cash 
Book) 

PLEASANT  RIDGE  COUNTRY  CLUB 
Statement  of  Cash  Receipts  and  Disbursements 

For  the  Year  Ended  December  31,  19 — 


Balance,  January  1,  19 — . 

Receipts: 

Dues  Received 

Telephone 

Interest 

Total  Receipts 


Total  Cash 

Disbursements: 

Library  Equipment. 

Office  Expense 

Telephone 

Interest 

Accounts  Payable.... 

Notes  Payable 

Total  Payments 


Balance,  December  31,  19 — -. 


7,100 

10 

108 


500 
150 
150 
15 
1,500 
200 


4,000 


7,218 


11,218 


2,515 


8,703  00 


00 


00 


00 


00 


The  balance  on  hand  should  check  with  the  cash  on  deposit  plus  cash 
in  the  till. 

Budget 

A  budget  is  an  estimate  of  the  income  and  expenditures  of  a  future 
period.  In  the  case  of  a  society,  school  board,  government  or  any  other 
organization,  the  budget  is  a  very  useful  device. 

THE  LITERARY  SOCIETY 
Budget  for  Next  Year 


Actual 
Last  Year 

(a) 


2,500 
250 
100 
200 

1,000 


4,050 


90 
170 
500 
200 

124 
20 
1 

20 


1,150 


2,900 


Income 
(b) 


Fees  from  Members. 

Buttons 

Donations 

Publication 

Dance 


Operating  Expenses 

Committees 

Publication 

Dance 

Buttons 

Salaries 

Printing 

Postage 

Bad  Debts 

General 


Total 

Net  Income., 


Estimated 

FOR 

Next  Year 
(c) 


3,000 

nil 

nil 

300 

1,500 


4,800 


120 
250 
800 

nil 
200 

50 

25 
5 

50 


1,5001— 

=  1 — 
3,300  — 


Actual 
Next  Year 

(d) 


Variation 

(Over  or 

Short) 

(e) 


Net  Income  equals  $4,050  less  $1,150,  which  is  $2,900. 
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The  column  for  variations  will  show  whether  your  estimates  (c)  are 
too  much  or  too  little  and  in  your  next  budget  you  will  increase  or  decrease 
your  estimate.  Budgeting  has  developed  very  rapidly  during  recent 
years. 

Treasurer's  Report 

The  treasurer  must  be  acquainted  with  bookkeeping  and,  at  the 
Annual  Meeting  or  whenever  so  requested,  he  must  submit  a  report  on  the 
financial  transactions  of  the  club,  society,  hospital  or  library.  This  report 
will  usually  consist  of: 

(a)  Statement  of  Income  and  Expenditure 

(b)  Balance  Sheet. 

The  report  should  show  clearly  all  income  received  as  well  as  the  way  this 
income  was  used.  Such  a  report,  if  properly  classified,  will  show  those 
interested  how  much  of  their  gifts  or  fees  was  used  for  expenses  and  how 
much  for  the  benefit  of  the  organization. 

The  treasurer's  report  is  usually  accompanied  by  a  short  letter,  as: 

Woodbridge,  May  31,  19—. 
To  the  Members  of  the  Take-It-Easy  Club: 
Gentlemen : 

The  Club's  Financial  Statement,  which  I  have  the 
honour  to  submit  herewith,  presents  in  full  detail  the  report 
for  the  fiscal  year  ended  May  31,  19 — . 

Respectfully  submitted, 

Joseph  L.  Bryant, 
End.  Treasurer. 

The  treasurer's  report  should  be  audited  before  it  is  presented  at  the 
Annual  Meeting.  The  auditor's  certificate  might  well  be  written  at  the 
bottom  of  the  Balance  Sheet.     A  good  form  of  certificate  is: 

Auditor's  Certificate 

I  have  examined  the  books  and  vouchers  of  the  Take-It- 
Easy  Club  for  the  year  ended  May  31,  19 — ,  and  I  hereby 
certify  that: 

All  cash  shown  to  have  been  received  has  been  properly 

accounted  for. 

Satisfactory  vouchers  are  on  file  for  all  payments. 

The  balance  of  cash  on  hand  as  of  May  31st  was  on 

deposit  in  the  Merchant's  Bank. 

In  my  opinion  the  foregoing  statement  is  drawn  up  to 
show  the  true  condition  of  the  Club  for  the  year  ended 
May  31,  19—. 

W.  J.  Gordon. 

Auditor. 
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SUMMARY 

You  have  encountered  several  new  terms  in  dealing  with  non-trading  organiza- 
tions.    You  should  remember  that : 

(a)  A  Statement  of  Receipts  and  Disbursements  or  Receipts  and  Payments 
is  just  a  summary  of  all  the  Cash  Received  and  Cash  Paid. 

(b)  A  Statement  of  Revenue  and  Expenditures — Revenue  and  Expenses  or 
Income  and  Expenses — is  a  summary  of  all  that  has  been  earned  during  the  period 
whether  or  not  the  cash  has  been  received  and  a  summary  of  all  the  expenses  for 
the  period  whether  or  not  paid.  This  Statement  is  quite  similar  to  the  Trading 
and  Profit  and  Loss  Statement,  but  in  a  non-trading  business  there  would  be  no 
trading. 


Oral  Questions 

1.  What  is  meant  by  non-trading? 

2.  Into  what  two  classes  may  non-trading  firms  be  grouped? 

3.  What  is  meant  by  income? 

4.  In  a  non-trading  business,  what  is  generally  the  source  of  income?     Give 

three  examples. 

5.  Name  the  account  in  the  following  examples  which  takes  the  place  of  the 

Sales  Account  in  a  trading  business:  street  car,  architect,  hospital,  doctor, 
church,  lawyer,  theatre,  home. 

6.  Journalize  these  transactions:  (a.)  Annual  le\y  of  dues  at  a  lodge,      (b)  A 

member  withdraws  at  the  middle  of  the  year  and  does  not  pay  his  fees. 
(c)  Depreciation  on  club  furniture,  (d)  The  receipt  of  a  S5,000  gift  by 
the  club. 

7.  What  is  the  difference  between  a  Statement  of  Receipts  and  Payments  and 

one  of  Income  and  Expense? 

8.  What  is  a  budget?     When  is  it  drawn  up? 

9.  What  are  the  advantages  of  budgeting  one's  income  and  expenses? 

10.  Name  10  non-trading  firms  organized  for  profit. 

11.  Name  5  non-trading  firms  not  organized  for  profit. 
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1.  Mortimer  Wytock,  a  realty  agent,  engages  you  to  prepare  his  financial  state- 
ments at  December  31,  19 — ,  and  to  close  his  books  for  the  month. 

Trial  Balance 

December  31,  19 — 


Accounts 


Mortimer  Wytock — Capital... 
Drawing 

Cash 

Rent 

Commissions,  Selling 

Advertising 

Telephone 

Light 

Auto  Expense 

Accounts  Payable 

Commissions — Other 

Office  Equipment 

Office  Supplies 

Automobile 

Commissions  due  others 

Office  Salaries 


Debits 


1,264 
200 

293 

12 

8 

36 


560 

30 

3,200 

118 


5,722 


13 


Credits 


2,300 
662 


2,350 


140 
120 


150 


5,7221— 


Inventories:  Automobile,  S3,000;  Office  Equipment,  S550. 

Prepare : 

A.  (i)  A  Statement  of  Income  and  Expenditure. 
(ii)  Balance  Sheet. 

B.  Set  up  a  T  Account  Ledger  and  close  the  books  by  Journal  entries. 

C.  Budget  for  next  year. 

2.  The  month's  Trial  Balance  from  the  books  of  a  repair  shop  appears  as: 
COXDOX  AUTOMOTIVE  REPAIR  SHOP 


Accounts 


Cash 

Frank  Wyatt 

John  Kellogg 

Notes  Receivable 

Repair  Parts  and  Supplies  Inventory 

Tools  and  Equipment 

Auto  Truck 

Notes  Payable 

T.  L.  James  &  Co 

Capital 

Repair  Work  Income 

Towing  Income 

Wages 

Rent 

Light  and  Power 

Telephone 

General  Expense 

Interest  Paid 


Debits 


48 

30 

27 

25 

102 

110 

280 


82 

135 

12 

4 
18 

6 


1  10 


Credits 


50 

22 

350 

386 

72 


1  10 


Inventories:  Rent  Prepaid,  S45;  Repair  Parts,  $41.30;  Tools,  SIOO. 
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Draw  up:      I.  Statement  of  Income  and  Expenditures. 

II.  Balance  Sheet — Report  Form  and  Classified. 

III.  Closing  Entries. 

IV.  At   the  bottom  of  the   Balance  Sheet  write  the  auditor's 

certificate.     Ask  your  teacher  to  have  it  signed. 

3.  The  year's  Trial  Balance  of  Dr.  John  Hoskins,  Surgeon,  as  at  December  31, 

19 — ,  was  as  follows: 

Debits — Insurance,  S360;  Patients'  Accounts,  S4,520;  Donations  to  Hos- 
pital, 83,000;  Automobile,  82,500;  Office  Rent,  81,800;  Salaries  to  Assis- 
tants, 83,600;  X-Ray  Equipment,  85,000;  Surgical  Instruments,  82,500; 
Medical  Supplies,  8330;  Automobile  Expense,  8425;  Periodicals,  S120; 
Association  Fees,  8150;  Notes  Receivable,  82,000;  Income  Tax,  8450; 
Bank— On  Deposit,  87,120;  Cash,  8243;  Bad  Debts— Written  oflf,  81,100; 
Total,  835,218. 

Credits— Medical  Fees,  88,500;  Surgical  Fees,  89,750;  X-Ray  Fees,  81,500; 
Income  from  Lectures,  8250;  Interest  Income,  8120;  Capital,  815,098; 
Total,  835,218. 

Inventories — Medical  Supplies,  8110. 

Depreciation— X-Ray,  10%;  Surgical,  10%;  Automobile,  20%. 

Required : 

Statements — (a)   Income  and  Expenditure. 

(b)  Certified  Balance  Sheet — Account  Foi 

(c)  Closing  entries. 

(d)  Next  year's  budget. 

4.  Miss  Letitia  Cook  operates  a  camp  for  girls  known  as  the  Treasure  Island 

Camp.     She  has  engaged  you  to  make  up  Financial  Statements  for  the  past 
summer  ended  September  1,  19 — .     The  Trial  Balance  shows: 

Debits— Horses,  81,500;  Horse  Feed,  8300;  Maintenance  of  Grounds,  8480; 
Bank,  89,592.12;  Riding  Expense,  8453.80;  Land,  83,500;  Buildings 
Finished,  810,300;  Tents,  87,500;  Riding  Equipment,  8750;  Truck, 
82,200;  Office  Salaries,  81,870;  Advertising  Booklets,  83,000;  Advertising, 
Magazines,  81,350;  Salaries,  84,050;  Kitchen  and  Dining-Room  Expense, 
81,000;  Boats  and  Canoes,  81,600;  Insurance,  8270;  Notes  Receivable, 
81,500;  Linen,  8222;  Office  Equipment,  8860;  Fuel  and  Ice,  823;  Kitchen 
and  Dining-Room  Equipment,  8932;  Library,  8250;  Food,  83,434.68; 
Sport  Equipment,  81,368;  Automobile  Expense,  8250;  Liabilitv  Insurance, 
$500;  Taxes,  8212;  Interest  Expense,  $220;  Letitia  Cook,  Drawing,  82,247. 

Credits — Fees,  General,  818,800;  Canoe  Instruction  Fees,  8500;  Riding  In- 
come, 81,260;  Guests,  Special,  81,343;  Accounts  Payable,  84,101.60; 
Income  from  Special  Fishing  Trips,  8510;  Profit  from  Tuck  Shop,  8120; 
Mortgage  Payable,  812,000;  Interest  Income,  8120;  Letitia  Cook,  Capital, 
822,980. 

Adjustments — Canned  Food  Unused,  8282.50;  Depreciation — Boats,  10%; 
Truck,  10%o:  Horses,  20%;  Buildings,  5%;  Riding  Equipment,  20%; 
Tents,  20%;  Kitchen  Equipment.  8700;  Library,  8200;  Sport  Equipment, 
$750;  Linen,  8100.     (The  last  four  items  are  inventories.) 

Required:  Statements — (a)  Income  and  Expenditure. 

(b)  Certified  Balance  Sheet — Account  Form. 

(c)  Closing  Entries. 


